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THE WORLD BANK 
AND PRIVATE ENTERPRISE 


BY BO THOME 


Prior to the first world war, movement of capital 
was unhindered by national boundaries and there 
was an extensive flow of private long-term capital 
to the less industrialised nations. The war put a 
temporary stop to this freedom of movement, but 
by the middle of the 1920's the situation was much 
as it had been before 1914. The financial crises 
of the 1930’s, however, demonstrated that the 
earlier system was not able to withstand depres- 
sions and political disturbances; one result of this 
was that the public’s faith in foreign investment 
diminished catastrophically. This meant that less 
favourably endowed countries in Latin America, 
Africa and Asia, not having readily exploitable 
natural resources, suffered from the lack of pri- 
vate capital. 

By the end of the second world war conditions 
with regard to international movements of capital 
had changed radically. At the same time as the 
great industrial nations’ own accumulated needs for 
private capital severely limited the amount avail- 
able for investment abroad, it was becoming in- 
creasingly clear to them that capital had to be ex- 
ported to countries whose resources were more 
limited. These latter countries fell into two cate- 
gories: on the one hand the war-ravaged states of 
Western Europe, on the other what have come 
to be known as the under-developed countries. 
Priority was granted to the restoration of the 
industrial centres of Europe and to providing the 
means whereby these war-ravaged countries could 
themselves produce and erect their own plant and 
housing. The export of capital to the under-devel- 
oped areas in Latin America, Africa and Asia was 


Mr. Thomé has been head of the Economic Research De- 
partment of Skandinaviska Banken since 1959. 


1—s181 2 


a truly vast and long-term project and had there- 
fore to take second place in the immediate post- 
war years. Some of these areas, moreover, had 
relatively large currency reserves at the end of the 
war and were able to finance their import sur- 
pluses themselves for a few years or so. 

It was hardly to be expected that the enormous 
demand for capital that had arisen by the end of 
the war should be met entirely through private 
channels, especially since political conditions and 
regulations at the time explicitly restricted private 
initiative. The many examples of organised multi- 
national effort during the war made it only natural 
that the solutions to the problems of the postwar 
years should be sought along similar lines. In- 
evitably, it seemed that the public authorities 
would have to take the initiative and carry the 
responsibility. It was felt, however, that under 
more normal conditions private capital would have 
an important part to play; attempts were therefore 
made to set up machinery that in the long run 
would stimulate the flow of private capital and 
indeed private enterprise in general. 

The international finance institutions that arose 
after the end of the war were founded upon these 
ideas, which were also incorporated in the statutes 
of the World Bank (The International Bank for 
Reconstruction and Development). The arrival of 
a world bank increased the possibilities of trans- 
ferring both public and private capital between 
the member countries. Contributions from these 
took the form of cash subscriptions, which initially 
formed the most important basis for loans by the 
Bank, and of guaranteed sums subject to call. This 
means that the Bank is able to borrow capital on 
the international markets from private as well as 
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public sources, and it is this method of financing 
that has become the main basis of the Bank’s ex- 
panding programme of loans. 


Private capital investment in the World Bank 


The World Bank has 68 members; as of 31 March 
1961 they had subscribed a total of $20,100 mil- 
lion, of which c. $2,000 million had been paid 
in cash, the remainder forming a guarantee for 
the Bank’s own borrowing. The subscribed capital 
was doubled in 1959 to enable the Bank to con- 
tinue to increase its borrowing on the American 
market and elsewhere.! In recent years, however, 
the Bank has managed to place bonds in Western 
Europe. At the end of 1960, the longterm bonds 
issued by the Bank were held outside the United 
States to the extent of approximately 55 per 
cent. The role of the private investor is growing 
steadily, among other things, several 
member states, including the USA, have sought 
to facilitate the Bank’s issues of bonds by granting 
tax exemptions for interest on them and by waiving 
the stamp duty. Restrictions against trading in 
securities are still, however, in force in some 
countries, among them Sweden. Swedish investors 
who, nothwithstanding, have managed to obtain 
the Bank’s bonds would appear to have done so 
by selling other foreign securities. 

In addition, the Bank has enlarged its lending 
resources by selling from its own loan portfolio. 
During 1959/60 almost half the disbursements 
were financed in this way, and this stimulated the 
export of private capital, chiefly from Western 
Europe. Another way in which the Bank attempts 
to increase the international flow of private capi- 
tal is through cooperation with private concerns, 
chiefly commercial banks. Thus a borrower granted 
a loan by the World Bank has frequently been 
able to complement this with a simultaneous loan 
from a number of commercial banks. As a rule 
the World Bank has not guaranteed the repayment 
of the loan from the commercial banks. 

The World Bank has thus indefatigably pursued 


because 


1 See “International Lending as a Spur to Economic 
Development” by Eugene R. Black, Skandinaviska Banken 
Quarterly Review, April 1959, and “De internationella 
finansinstituten”’, General Export Ass. of Sweden, Stock- 
holm, 1961. 


its aims of stimulating private capital investment 
and of obtaining changes in the laws which restrict 
the placing of capital abroad. It is true that only 
a small fraction of all private foreign investments 
goes through the World Bank but, on the other 
hand, the very fact that the Bank has granted a 
loan is often sufficient security for other loans en- 
tirely unconnected with its own activities. The 
Bank, for instance, refuses to begin paying out a 
loan until outstanding foreign debts have been 
paid up. Such a condition naturally helps to stim- 
ulate and discipline borrowing from other sources 
as well, an aspect of the Bank’s activity that should 
be particularly welcomed by the private investor. 


Loans for Private Enterprise 


The Bank’s loans are long-term in character and, 
for practical reasons, seldom granted for less than 
$3 million, though loans of as little as $500,000 
have been made. It is expressly stated in the stat- 
utes (Art. I) that loans are granted to promote 
private investments in member states. In ac- 
cordance with its statutes the Bank may grant 
credits (or guarantees for the credits of others) 
to the governments of member countries and their 
subordinate authorities as well as to private insti- 
tutions and private business, industrial or agri- 
cultural concerns. A loan to a private borrower, 
however, must be guaranteed by the government 
in question. The effect of a loan on private enter-, 
prise depends primarily upon who is to receive 
the loan, what project is to be financed, and upon 
what conditions. With these factors as a basis, the 
Bank’s loans can be classified according to their 
effect on private enterprise. For the sake of clarity, 
the loans have here been divided into four cate- 
gories, of which the first comprises those made 
direct to private borrowers while the fourth in- 
cludes those granted exclusively to public devel- 
opment projects. 


\ 


A. Direct loans to private enterprises have been 
widely granted for investment in heavy industry 
and the construction of power plants. Thus $ 155 
million have been lent for the construction by 
private enterprise of two steel plants in India. A 
private concern in Brazil has received a loan of 
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$ 120 million for a power plant, while one in Chile 
has borrowed $ 20 million with which to equip a 
newsprint factory. In Mauretania the MIFERMA 
concern, owned by private foreign mining inter- 
ests, has been granted a loan of $65 million to 
start exploiting ore deposits. Direct loans have also 
been made to enterprises in Western Europe, an 
example here being the series of loans received 
during 1948 by companies in the Netherlands for 
the rebuilding of the private merchant fleet. 

The Bank does not grant loans to private enter- 
prises if these are able to obtain credit on reason- 
able terms elsewhere. Conditions in Western 
Europe today make it relatively feasible for private 
enterprises to raise the capital they require for 
investments at home at a reasonable cost through 
the issue of stocks and shares. However, private 
enterprises in Western Europe as well as in the 
USA that wish to invest abroad — particularly 
in under-developed countries — may find it ad- 
vantageous to cooperate with the World Bank and 
hence not only receive financial support for their 
investments but also have these guaranteed to 
some extent (see p. 37). 


B. Development Banks have come to be used as 
intermediaries in the lending of money to private 
borrowers, who otherwise are required to obtain 
government guarantees for every loan they may 
receive. Loans granted to these banks are passed 
on to support projects that have received the re- 
cognition of the World Bank. 

Government guarantees are not, however, re- 
quired for each and every loan from a Develop- 
ment Bank and this is naturally an advantage for 
both the World Bank and the private borrower. 
The “Osterreichische Investitionskredit, A. G.” is 
an example of such a Development Bank. Soon 
after it Was formed in 1957 it received a loan of 
$10.8 million to finance the modernisation and 
expansion of several private concerns in the paper- 
pulp, paper and wallboard industry, the textile 
industry and the electrical engineering industry. A 
further loan of $9 million was granted in 1959 
for similar projects. The Development Bank in 
Japan has passed on loans to private industry in 
the same way. The majority of these Development 
Banks, however, are to be found in the countries 


that have not as yet been industrialised, such as 
Turkey, Ethiopia, Pakistan, India and Iran. The 
World Bank has itself taken an active part in the 
creation of several. 


C. Banks other than Development Banks have also 
received loans from the World Bank. This is par- 
ticularly the case with credits intended for agri- 
cultural development. It was felt that here the 
local banking interests were in a better position 
than was the World Bank to assess each particular 
case and had, in addition, a better insight into 
current local needs. Moreover, their organisation 
was more suited to provide the technical advice that 
must often form an integral part of such credit 
schemes in the under-developed countries, and they 
were well placed to supervise the use to which the 
borrowers put the loans they received. Peru, 
Uruguay and Japan are three of the countries that 
have utilised this method of supplying credit to 
private enterprise within agriculture. 


D. Public authorities, both governmental and re- 
gional, receive a very large share of the Bank’s 
loans, which in these cases are usually granted in 
order to finance basic infrastructural investments 
in roads, railways, power plants, irrigation schemes 
etc., that is projects that are normally outside the 
scope of private enterprise. Such investments are 
usually for general amenities and it is therefore dif- 
ficult for them to show a direct profit even in those 
cases where their very size does not rule out the 
possibility of local resources being used to back 
them. For this reason the majority of the Bank’s 
loans for investments of this type are made to the 
governments of the member states or to the of- 
ficial body in charge of the project. Even with 
this category, however, the Bank aims to promote 
the economic development of the country in 
question via private enterprise. Thus the Bank is 
inclined to select such projects as will favour the 
establishment of new enterprises and reinforce 
those already in existence. Naturally, the way in 
which the loan is utilised is of importance here, 
but in addition the Bank seeks to influence the 
recipient country so that economic-political or ad- 
ministrative steps are taken to create conditions 
more favourable to private enterprise. In fact the 
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loan is often granted only on condition that cer- 
tain measures shall have been taken before it comes 
into force. The importance of this type of activity 
should be seen in the light of the extremely wide 
distribution of loans from the World Bank -—— 
chiefly amongst the under-developed countries. 

The number of ways in which the World Bank 
is able to grant credits has not proved to be suf- 
ficiently varied to satisfy all the international credit 
requirements of the member states. On the one 
hand, ownership participation in a private enter- 
prise has been denied the international organ and, 
on the other, there is the need for long-term loans 
at interest rates lower than the Bank’s for invest- 
ments of an infrastructural nature on social and 
humanitarian fields, ¢.g. schools and hospitals. Two 
organisations subsidiary to the World Bank have 
therefore been set up, namely the International 
Finance Corporation (IFC), and the International] 
Development Association (IDA). The financial 
resources of both are very slight; IFC has a capi- 
tal of $100 million and it is estimated that IDA 
eventually will receive $1,000 million. The im- 
mediate personnel within the two organisations is 
also extremely limited, but is reinforced by co- 
operation with the World Bank’s own departments 
and specialists. 

Since its foundation in 1956 IFC has utilised 
over $40 million in nearly 40 investments in 
private enterprise. IFC does not require any form 
of government guarantee before it will invest in a 
private enterprise and it is, in fact, exceptional 
for credits to be granted to an enterprise that is 
in any way connected with the state. Prior to 1961 
IFC was not permitted to own shares in any enter- 
prise; this rule is, however, being reconsidered at 
the moment and it is therefore probable that be- 
fore the year is out IFC will be able to participate 
in an enterprise as a nonvoting shareholder. Al- 
though IFC takes part in investments in the under- 
developed countries only, it is very lenient in its 
interpretation of this phrase. A natural procedure 
is for IFC to cooperate with an enterprise in the 
country where the project is to be carried out in 
conjunction with an enterprise from a highly 
industrialised country. In such a case IFC can 
make a maximum contribution equal to that made 
by the private interests of their own, unborrowed 


capital. On an average IFC would seem to have 
supplied one quarter of the capital required by 
the projects carried out to date. As can be seen 
from the above, IFC affords an opportunity for 
enterprises in countries like Sweden wishing to 
invest in under-developed countries to make the 
most of their own available capital. In some cases, 
for instance, enterprises have been able to stake 
their own mechanical equipment — which they 
would have had to replace anyway. There can be 
no doubt but that IFC’s activity is well worth 
the attention of enterprises even in industrial 
countries. 

IDA has only just come into being, so that little 
can be said about it as yet. Its loans — like those 
of the World Bank itself — must always be used to 
pay for deliveries, chiefly from abroad, of goods 
and services produced by enterprises in the member 
countries. 


World Bank loans provide export possibilities 


One of the principles upon which the World 
Bank’s credit system rests is that the sums lent 
shall be used to pay for goods and services im- 
ported to the borrowing country. As a rule, of 
course, the borrowing country is suffering from a 
shortage of capital in the shape of currency. Since 
all deliveries from abroad are financed by the 
World Bank, at least a direct outflow of currency 


is avoided during the investments. At the same 


time the borrower himself is also forced or stimu- 
lated to procure capital in order to pay for 
domestic deliveries for his project. By the end of 
1960 the World Bank had paid out a total of 
$4,100 million in loans. It has proved possible to 
compile a statistical distribution of a good three- 
quarters of the loans up until the end of June 
1960 amongst the countries that have received 
payments for goods and services which they have 
delivered. The following table shows the per- 
centage distribution of all payments made during 


the last few years and during the entire period ot 


the Bank’s operations. 
This brief survey shows that the United States, 
the United Kingdom and West Germany have 


been the chief deliverers of goods to borrowers F 


from the World Bank. Nevertheless, America’s 
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Country Percentage distribution 

of payments 

Financial year Total 

(1 July—30 June) as of 

1957 1958 1959 “6 1960 

—58 —59 —60 
GEICO) 3 Ae 2.1 2.4 2.0 Pea 
SRARAUAR SG foibles oc aes. os 0.8 1.4 0.5 3.4 
UNG Cece Se 0.9 3.8 Se) 2.6 
Lely > ae £3) eG ee 10 De 
JESEES oo - 5a 6.1 4.5 1.8 1.8 
ReReRSERIE SS ete ie cis 4c cies +s 0.7 iS 14 1.1 
mwieerand ..--........ 0.9 2.0 1.6 1.7 
United Kingdom........ 13.9 14.9 14.0 Le? 
IStOM ALES wi. dss os AE PAN 2 40.0 
West Germany.......... Le LUG 9.3 8.2 
Other Countries ........ 27 4.1 5.3 4.1 
Unallocated payments .. 26.3 27.3 40.6 20.4 

Total 100.0 100.0 100.0 100.0 


dominant position would appear to be consider- 
ably reduced of late at the same time as the 
United Kingdom and a number of other West 
European states have increased their shares. During 
the financial year 1959/60 Swedish deliveries 
amounted to $8.6 million and, since 1951, when 
Sweden joined the Bank, they have totalled $ 66.6 
million. 

As a rule it is capital goods and the like that 
are paid for with World Bank loans, and it is 
these goods that are otherwise being financed in- 
creasingly through export credits. In fact ex- 
porters have a new and extremely important 
weapon to add to their existing armoury of price, 
quality and service. As a result enterprises are at 
a disadvantage which cannot grant export credits 
either for lack of available capital or because ot 
currency restrictions or the absence of a suitable 
institute to finance a loan. Such enterprises should 
therefore be especially interested in selling to bor- 
rowers from the World Bank since no export 
credits are involved. As a matter of principle loans 
from the Bank are paid not to the borrower but 
to the supplier on shipment of the goods ordered 
from him. It is even possible for the latter to re- 


- ceive part payment in advance where this would 


be customary or for other reasons. In the case of 
complicated plant that has to be installed on the 
site, a part of the payment may be withheld until 
this has been done. However, the supplier never 
has to extend credit for a number of years. For 
one thing, this would be in direct conflict with 


World Bank practice and, for another, such action 
would not pay the borrower. At present the latter 
pays 3/4—1 % on the amount not withdrawn 
of a loan that has been granted, and 53/4 % 
on the withdrawn amount. The difference, c. 5 %, 
is normally less than he would have to pay for 
export credits. 

Countries borrowing from the World Bank may 
select suppliers from whichever of the members 
of the Bank they choose. At an early stage in a 
loan, however, a list is drawn up of the goods to 
be purchased and sometimes a budget is made, 
fixing ceilings for the costs of the various pur- 
chases. These ceilings may not be topped signifi- 
cantly without the Bank’s permission. The Bank 
also retains the right to inspect and reject quo- 
tations which it considers fall short of the re- 
quirements made. 

It is worth mentioning here that both the World 
Bank and its borrowers are in need of various 
types of services. Borrowers require consultants to 
inspect quotations, supervise contracters, run 
completed plants and train local personnel. More- 
over, foreign contractors are often employed to 
build the plant financed by the loan. The World 
Bank in its turn requires the services of consultants 
for special tasks outside the scope of its own staff 
of experts. Private contractors as well as consult- 
ants have a market here, though as far as the 
latter are concerned it is necessary that they should 
be organised as an independent enterprise un- 
connected with e.g. a contractor. 


A stimulant for private investment abroad 


The activities of the World Bank are very largely 
aimed at stimulating private enterprise in under- 
developed countries and also at increasing the 
part played in these countries by private concerns 
and institutions from the industrialised states. As 
has already been pointed out, the Bank attempts 
to stimulate private capital to participate in in- 
vestments jointly with the Bank itself, though 
preferably without its guarantee. The very fact 
that the Bank is taking part in the investment or 
in the country’s affairs may act as a kind of 
guarantee for the private investor, and this is also 
true for the Bank’s subsidiaries. From the point 
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of view of the private enterprise, membership ot 
the World Bank and the actual or expected re- 
ception of loans from it must make a country less 
of a financial risk. During 1960 two members, 
Cuba and the Dominican Republic, left the Bank. 
Extensive nationalisation of private property took 
place in Cuba and hence its former membership 
was in fact no guarantee for the private capital 
invested on the island. But — and this is im- 
portant — neither the World Bank nor IFC have 
ever had any commitments in either of these two 
countries. 

An enterprise in an industrial country that in- 
tends making direct private investments abroad 
may in fact often attempt to engage the World 
Bank or IFC in its project less for the sake of 
obtaining financial support than for the guarantee 
that foreign co-partners and the recipient country 
will avoid measures that might disturb their re- 


lations with the World Bank. Naturally, IFC is 
the more suitable partner in direct private invest- 
ments, though connections may frequently exist 
with the World Bank. An example is the recently 
confirmed Volta project in Ghana, where a private 
American concern is to build up an aluminium 
industry while Ghana itself, with the help of the 
World Bank and the American government, is to 
develop the necessary power plants. 

The World Bank’s activities provide many illus- 
trations of the value of combining public and 
private enterprise. The immense loans that have 
come and are coming from the Bank finance in- 
vestments of an even greater value and lead to a 
chain of subsequent investments. In this way the 
Bank’s lending results in the employment of a 
much increased capital for the promotion of a 
more rapid economic development. 
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RESTRICTIVE PRACTICES AND COMMERCIAL 
POLICY IN THE COMMON MARKET 


BY AKE HOLMBERG 


»The antitrust vacuum that United States business had so 
long confidently supposed to prevail in the United Kingdom 
and the Continent of Europe has been replaced by a series 
of national systems for regulating, or at times prohibiting, 
restrictive business practices. For the first time, such situa- 
tions... become practical legal problems rather than remote 
hypothetical contingencies.» * 

Sigmund Timberg, Chairman of the American 

Bar Association’s Committee on Comparative 

Administrative Law. 


It is interesting to ask what would happen if 
complete freedom of contract were to be retained 
after tariffs and quotas had disappeared between 
the countries of the Common Market. The pessi- 
mists take the view that trade liberalization would 
prove to be a fiction. What had been built up by 
governments at the cost of great sacrifices could be 
destroyed by private business firms with the stroke 
of a pen. On this view, nothing would be more 
natural than for competitors to divide up the 
customers of the newly-created Common Market 
among themselves, perhaps by a geographical di- 
vision coinciding with national frontiers. Measures 
to counteract such possibilities have therefore be- 
come an essential adjunct to the liberalization of 
commercial policy. 

This increasingly prevalent view, which argues 
for a pessimistic attitude to the willingness of pri- 


1 International and Comparative Law, No. 3 1960, p. 24. 
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vate business firms to compete, may seem a harsh 
judgement on the private sector. But there is no 
question of that in this context. Abuses always exist, 
and it is not a case here of making any generali- 
zations, or discussing their scope or validity. The 
issue at stake is that of guaranteeing, for the bene- 
fit of the firms that are willing to compete — and 
perhaps fundamentally in the interests of the con- 
sumers — that conditions for a free competition 
are created and maintained. In our day and age 
this has become the concern of governments. 

This view has also found support in economic 
theories which expound in detail the importance of 
free competition for the functioning of markets, 
and the importance of society so to speak provid- 
ing the institutional framework for this purpose. 
Free competition becomes a creed, just as it was 
in the days of classical liberalism. But there is one 
important modification. Competition can not be 
left to fend for itself, because it would then result 
in the formation of groups and other combinations 
between firms, as well as in monopoly and in other 
forms of market domination, which can make free 
competition more or less illusory. What is needed, 
therefore, is some form of potential or active 
countervailing measures in order to prevent this 
and ensure that freedom to compete is preserved, 
or that there is in any case a reasonable degree of 
manoeuverability, as much as the particular market 
in question requires. 

This function of procuring a safe-guard on be- 
half of society is generally exercised on the case of 
legislation — outlined in different ways according 
to different legal traditions and market structures 
in different countries. 
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The regulation of competition in Scandinavia 


In Western Europe this type of legal rules — rules 
on restrictive practices — is fairly new. With some 
over-simplification it can be said that it is really 
only since World War II that it has developed on a 
broad national and international front. A question 
which suggests itself is why this did not take place 
sooner, and why we have so suddenly become en- 
dowed with this new legal discipline. 

The answer is a bit ambiguous. 

In the case of Sweden, and in some measure 
also in Denmark and Norway, it can be said that 
the control of restrictive practices has gradually 
come to replace the price controls of the wartime 
economy; in other words society has not been wil- 
ling to abandon the existing controls without en- 
suring something was available to replace them. 
The anxiety not to relax control over private enter- 
prise has indeed been so strong that none of these 
Scandinavian enactments against restrictive prac- 
tices has been able to give up all measures of price 
control, which are in fact more appearent in Den- 
mark and Norway than in Sweden. 

This is not the same as a planned economy. The 
whole idea is that competition is to be the market 
regulator — though the social framework is more 
narrowly drawn, just because of the partial reten- 
tion of price control. But it is impossible to over- 
look the fact that it is not only prices but also 
competition as such that run the risk of being 
regulated in this connection. Significantly, the 
Norwegian law, which comes close to the methods 
of the planned economy, also speaks, not of the 
release of competitive forces, but of their regula- 
tion. 

Apart from these subtleties, it is however plain 
that every enactment against restrictive practices 
can be interpreted as a confession of faith in com- 
petition as an idea. This in turn can lead to reflec- 
tion about what a socialist party that supports 
such legislation thinks about the compatibility of 
this attitude with an ideological programme of 
socialisation and/or planning. Politics is, however, 
the art of the possible, and one does scant justice 
to its devotees by seeking a logical link in this con- 
text. In any event, the adherence to competition 
as an idea has in fact led to a mitigation of the 


demands for socialisation and planned economies. 
This is reflected, for example, in the revised 1959 
programme of the West German social democratic 


party. 


The regulation of competition in West Germany 


The background to the West German legislation 
on restrictive practices is rather special. The law 
is part of the price which the German nation has 
had to pay to the wartime Allies in order to regain 
her sovereignty. One of the war aims was to crush 
German’s heavy and chemical industries, because 
they were considered procreators of war; and al- 
though dismantling was discountinued at an early 
stage, the demand persisted that the former large 
units and cartels should not be allowed to re- 
emerge. Instead, these industries in particular 
should be kept divided by force and thus be under 
the control of society. The instrument of this 
control was to become a radical law against re- 
strictive practices, of a type and structure similar 
to the United States’ Anti-Trust laws, which for- 
bid cartels and make it possible to break up 
firms that dominate markets. Also, during the 
Occupation were regulations introduced into Ger- 
many by military decree almost as a direct rep- 
lica of the American pattern. The task which con- 
fronted the German legislator was consequently 
from the beginning that of making anti-trust laws 


permanent, with eventual adjustments to what was » 


at one time German legal tradition. It is true that 
the outcome was in fact different, but basic prin- 
ciples inherited from the American tradition, con- 
cepts and methods remain. In this way the 
German legislator has built a bridge from Ameri- 
can anti-trust, and from this bridgehead the ap- 
plication of the new German law is exercising a 
very strong influence on the development of law 
in general on the Continent. This is particularly 
true of the restrictive practices regulations of the 
Common Market. 


The Common Market and restrictive practices 


However, these regulations operate alongside the 
restrictive practices rules of the Coal and Steel 
Community Treaty, which resemble the American 
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system more closely than the German regulations. 
Thus, in addition to a general ban on cartels, they 
also make it possible to compel the break-up of 
firms that dominate markets. The fact that the 
Coal and Steel Community Treaty is not the pri- 
mary source is mainly because of the special cir- 
cumstances which it was designed to regulate. 

The application of the particular regulations in 
the Rome Treaty on the Common Market which 
deal with restrictive practices thus illustrates the 
use of a legal instrument which closely resembles 
those of West Germany and the Coal and Steel 
Community in type and construction, with the 
enormous American legal material as background 
on important matters of principle. The application 
of the regulations is on the other hand in some 
ways new. In this respect it is scarcely possible to 
make exhaustive comparisons with the restrictive 
practices rules of the Coal and Steel Community, 
because of the differences in the type of goods and 
the diversity in the structure of industry and trade 
compared to the more uniform Community. How- 
ever, the door is open for direct American influ- 
ence, particularly in the matter of key concepts 
such as the interpretation to be put upon inter- 
state commerce, a significant item for third coun- 
tries such as Sweden. 

The primary task of these regulations is to 
guarantee that the liberated trade between the 
member countries is not hampered, limited or dis- 
torted by restrictions on competition and that, in 
conjunction with other regulations applied simul- 
taneously with the same object in view, the results 
of liberalization are not endangered. The restric- 
tive practices rules are accordingly only one aspect 
of the multitude of measures having the same aim, 
particularly anti-dumping and equalization meas- 
ures with regard to government subsidies and to 
forms of indirect taxation which have discrimi- 
natory effects on trade. This gives reason to em- 
phasise that the restrictive practices regulations 
must not be looked at as an isolated measure, but 
only in conjunction with the application of these 
other adequate counter-measures applicable to a 
particular case. A common combination of this 
kind refers, for instance, to anti-dumping. 

In accomplishing the general aims of the con- 
vention, which are a rational division of labour, 
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higher standard of living, and more rapid rate of 
growth in industry and commerce, these rules re- 
garding restrictive practices, should primarily serve 
the function of contributing to a liberation of the 
market function. But they also aim at supplement- 
ing this by organising control over concentration 
activities. In this connection they prohibit cartels 
that are designed to bring about a division or ex- 
ploitation of the markets, or restrictions on pro- 
duction or on technical progress.” 

Thus, in addition to releasing the forces pro- 
moting competition, it is a question of organising 
and regulating competition, and in this way 
creating a new competitive order. It would be the 
duty of the Treaty’s executive to bring this about 
for the purpose of achieving the object of the con- 
vention,® and this forms the background to the 
Treaty’s ban on cartels and the abuse of economic 
power (Articles 85 and 86). 

Few legal enactments have however been as 
controversial as these, involving disagreement 
about the very object of the regulations, and 
whether indeed they were serious in their intent. 
Some people openly argued that these regulations 
had been more in the nature of a binding together 
of the rules of the Treaty than an independent 
judicial factor, that they were a hasty piece of 
work brought into being before the authors were 
even clear about how far the control of restrictive 
practices should go, and that it was perhaps equally 
correct to say that scarcely anything at all was 
meant by them. 


Mergers instead of cartels? 


This rather sanguine attitude has so far not been 
turned down by experience. Everybody has been 
able to see for himself how the coming into being 
of the Rome Treaty signalled collaboration agree- 
ments and mergers across frontiers which in 
number and scope have grown in importance and 
at a tempo which has left the Treaty-enforcing 
authorities far behind. The fact that private busi- 
ness, and industry in particular, has pushed ahead, 

* Rapport des chefs de délégation aux ministres des affaires 
étrangéres — Comité inter-gouvernemental créé par la con- 
férence de Messine, p. 53 and p. 56. 


* del Marmol: Rapport a la Ligue Européenne de Co- 
opération économique, 15 novembre 1957, p. 4, no. 2. 
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and that it is precisely collaboration across frontiers 
within the Common Market which has been 
sought, has been taken by many as proof that the 
restrictive practices regulations were not on the 
whole “workable”, or perhaps even intended to 
operate. 

However, that does not take account of the sort 
of collaboration. This has still not beén clarified 
— nor, whether from the start it was not as a rule 
a question of protection for the domestic market 
through the conventional type of agreement, or of 
restrictions on production or collective price-fixing. 
In any case the probability is not considered to be 
excluded that forms of collaboration have been 
introduced which can from the market view be 
awarded what might be termed a progress value, 
in that they have been imposed by the need for 
rationalising costs in order to meet the increased 
demands for competitive ability to which the en- 
largement of the market is considered to give rise. 

If this is the case the collaboration may have 
been in keeping with the spirit of the Treaty, and 
all that then remains is to examine whether the 
agreement is in accordance with the letter of the 
Treaty. This spirit is reflected in the fact that 
practically all cartels are prohibited, while the 
market domination of individual enterprises at 
least can be as comprehensive and as strong as it 
likes without the convention putting any obstacles 
in its way. Thus it appears as if the Treaty is 
encouraging a flight from cartels to mergers and 
there have in fact been many mergers, covering 
large market units. In prohibiting cartel agree- 
ments, the main target has however been the 
agreements which stultify development — those 
which provide for division of the market, restric- 
tions on production, and/or collective price-fixing. 
It is this type of combines which has been taken 
to be the hallmark of the old cartels, which came 
into existence before the Rome Treaty had been 
thought of and the developments to which it 
would lead were not yet envisaged. Notwithstand- 
ing the category of cartel agreements which have 
been arrived at for some kind of defensive purpose 
since the Rome Treaty objectives began to operate, 
what remains for assessment are the new cartel 
agreements which refer to cost rationalisation, or 
in any case rationalisation in a wide sense, often 


accompanied by an attempt to specialize. The 
Treaty in fact contains an escape clause from the 
ban on cartels for the specific case of rationalisa- 
tion and specialisation cartels. From this starting- 
point the laying down of the conditions under 
which such cartel agreements are permissible and 
therefore also legal would then simply be a matter 
of formation and interpretation of the appropriate 
rules. 

Whether individual firms choose to retain their 
independence and enter an agreement solely to 
collaborate for rationalisation or specialisation pur- 
poses, or to lose their independence by participa- 
tion in the formation of a larger unit by a merger 
or similar step, integration would then as a rule 
be promoted. 

This must also be considered as the ultimate 
basis for the formulation of the Treaty rules on 
this point. On the other hand, it is perfectly clear 
that there is a great deal of obscurity with regard 
to specialisation cartels, and in particular to market 
domination created by mergers, which can not be 
explained by the main objective of integration. 
The omission of control over mergers has been 
particularly severely criticised, and this criticism 
seems to gain ground as time passes on. 

A great deal of foreign capital investment has, 
however, taken place within the framework of 
mergers, and it would certainly have been im- 
practicable and bad psychology — indeed intimi- 


dating — if from the beginning there had in the | 


Treaty been a control of the American type on 
mergers. The watchfulness with which American 
investment circles seem to be following the devel- 
opment of law on restrictive practices in the Com- 
mon Market and in the participating countries 
seems to confirm this supposition. 


Application — a subject of dispute 


While the convention has been unwilling to put 
obstacles in the way of foreign capital creating 
dominating firms in the market, at least in the 
form of mergers, nevertheless nothing has hap- 
pened so far by way of concrete measures to dis- 
solve restrictions on competition and prepare the 
way for the free play of competitive forces in the 
direction of achieving the Treaty’s objective of 
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integration. The explanation for this lies in the 
legal dispute, which has been in progress for more 
than three years, about the nature of the Treaty’s 
rules in this sphere, and which seems only now to 
be coming to an end.* 

The authors of the Treaty and the Commission 
in Brussels have argued that these rules are self- 
executing, that is to say that they bind the author- 
ities in the participating countries without the need 
for national measures to promulgate them. The 
critics on the other hand — the governments af- 
fected, with the exception of the West German 
government, and in particular organisations ot 
trade and industry — have adhered to the opposite 
view. 

The proposal for a first set of rules of applica- 
tion which the Commission has put forward, and 
which is expected to come before the Council of 
Ministers this spring for final decision, comprises 
a last attempt on the part of the Commission to 
have its basic view confirmed.® This, as suggested, 
has so far only been supported in practice by the 
German national agencies, which apply the re- 
gulations as having the force of a national legisla- 
tion, while the Dutch courts, for example, have 
directly repudiated such an application. 

One consequence of the position adopted by the 
Commission, is that the rules of the Treaty are 
exhaustive, in the sense that no exceptions can be 
made other than those expressly indicated in the 
Convention, i.e., for specialisation and rationalisa- 
tion cartels. It is on this point that criticism has 
been sharpest. If it were correct, the adhering 
countries would, by the very act of ratifying the 
Convention, have taken up position about a 
number of modality questions which are both in- 
tricate and disputed, and where moreover legal in- 
terpretation in the different countries is clearly at 
variance. One aspect of this kind is the application 
of the prohibition of cartels to vertical agreements, 
e.g., the permissibility of resale price maintenance. 
In the proposals now put forward the Commis- 

* E. Giinther: Die Regelung des Wettbewerbs im Vertrag 
_ zur Griindung der Europdischen Wirtschaftsgemeinschaft. 

VerLoren van Themaat: Competition and Restrictive 
Business Practices in the European Economic Community. 
(1960 Institute on Legal Aspects of the European Commu- 
nity, p. 99 ff.) 


* Communauté Economique Européenne: Commission 
(IV/GOM (60) 158 final). 


sion however holds fast by its previous interpre- 
tation, but makes the important practical de- 
parture that it presupposes a system of rules 
apart to the regulation of such matters as resale 
price maintenance — and this on the basis of an 
impending harmonisation of national legislation 
in this field. This would also refer to for instance 
tying clauses in connection with the granting of 
licences and certain types of exclusive dealing 
agreements. 

Though on this view it would be possible for 
the Council of Ministers to institute special pro- 
visions within the framework of the material con- 
tent of the Treaty regulations, the applicability of 
the Convention without further exceptions, to the 
whole scope of those regulations, would not be 
contested by anyone. The Treaty executive would 
thereby have gathered under its authority all re- 
strictive practices covered by the pact, and in this 
way have obtained a platform precisely for re- 
gulation of competition as envisaged by the Mes- 
sina meeting. Again, from the side of industry, this 
has aroused the criticism that what is to be ex- 
pected are successive provisions on the detailed 
application of the Treaty-rules, without the author- 
ities having bound themselves in advances to a 
final objective. 

But this is apparently what has to be expected, 
with an attendant insecurity for free enterprise in 
the future. 

There would, however, be one reservation: The 
reaction on the part of national authorities against 
the concentration of power, in the hands of the 
supra-governmental executive which this presup- 
poses. This, however, is a political question beyond 
the scope of this paper. 

What is primarly envisaged by the Commission’s 
proposal is the creation of an instrument for carry- 
ing out the ban on cartels. For this purpose it is 
proposed that there should be compulsory re- 
gistration of agreements which prima facie would 
be apt to prejudice the liberalization of trade. This 
applies to agreements between firms in two or 
more of the member countries which comprise col- 
lective price-fixing, restrictions on production, 
sales or investments as well as market shareouts, 
and in addition agreements which in general are 
supposed to prevent, restrict or in other ways 
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“regulate” (sic!) imports or exports between mem- 
ber states. 

This procedure will probably have special sig- 
nificance, in the light of the provisions of the con- 
vention that cartel agreements which contravene 
the Treaty are to be deemed null and void (“nul 
de plein droit”). 

Also, experience has shown that the mere pre- 
sentation of the proposal has become an incen- 
tive to enterprises involved to revise agreements 
etc. on their own initiative. 

Uniform practice in the granting of exemptions 
for specialisation and rationalisation cartels, and 
in the control of abuses by market dominating 
enterprises would be ensured by the fact that the 
Commission would in the future be exclusively 
responsible for dealing with them, subject to a 
right of scrutiny by the court established for the 
Common Market. 


What is the effect on Swedish firms? 


In assessing the effects on Swedish export enter- 
prises of the decartelisation measures of the Com- 
mon Market it is perhaps necessary to draw a dis- 
tinction between restrictive practices exercised out- 
side it and those that originate in measures resorted 
to within the Market itself. 

Under the first heading the position of Swedish 
export cartels attracts attention. The decisive factor 
in forming an opinion here is the precise inter- 
pretation of the concept ‘inter-state commerce’ as 
applied to the Common Market. So far nothing 
definite is known about this, though it is probably 
not without significance that the concept has been 
somewhat broadened in the United States.® This 
may lead to a situation where an analogous appli- 
cation would mean that the fixed prices which 
follow from cartel collaboration by outsiders would, 
for example, be considered to tie the competitive 
position of the purchasers in the various member 
countries to such an extent that the terms of the 
Treaty were violated. This would then apply also 


® Mandeville Island Farms, Inc. v, American Crystal Sugar 
Co. 334 U.S. 219 (1948). 

United States v. Employing Lathers Ass’n. of Chicago, 347 
U.S. 198 (1954). 

cfr. Deringer: Zwei Jahre europiische Kartellpolitik (Euro- 
paische Wirtschaft 3—4/1960). 


to agreements to restrict production and/or divide 
markets. Again, export cartels which had a con- 
nection with only one of the member countries 
would be judged exclusively in accordance with the 
national provisions applicable in that country. 

In this connection it should be noted that there 
are no common provisions from the side of the 
Common Market about the treatment of their own 
export cartels. The regulations applicable in such 
cases are those of the appropriate exporting coun- 
try. These provisions often emanate from the Phar- 
isaical view that the end justifies the mean, to 
the extent that restriction in domestic markets 
which are otherwise banned are tolerated when 
they are used in conjunction with agreements to 
promote exports. 

What is decisive in practice, however, is whether, 
in the country where the effects of another 
country’s export cartels are being scrutinized, the 
cartel in question has a representative, competent 
to be sued before court. In appraising the position 
of a general agent, for example, it may be im- 
portant to know whether he himself was active in 
enforcing the restrictive agreement arrived at 
abroad. As to the rules against abuses of a market- 
dominating power and their importance to out- 
siders it is to be noted that they might be ap- 
plicable on a Swedish firm that dominates the in- 
ternational market already when seeking entry to 
the Common Market merely on grounds of a 
dominance outside the Market. 

Irrespective, however, of whether exports are 
made through cartel arrangements or against the 
background of market dominance, the regulations 
of the Six can nevertheless be significant to an 
individual enterprise residing in Sweden. This 
could be true of individual agreements arrived at 
with individual firms in the Common Market it 
these include vertical clauses in restraint of trade, 
e.g., an agreement to maintain fixed resale prices, 


tying clauses in connection with the granting of — 


licence rights or other non-material rights, as well 
as exclusive dealing agreements and their dis- 
criminatory effects in respect of third parties, e.g., 
in the form of a refusal to trade. Until, however, 
common rules have been established — as related 
above — this would so far be the concern of the 
separate member countries. 
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Finally, in questions concerning Swedish firms 
which are already established in the Market no 
specific problems appear to arise for the mere 
reason that they are Swedish-owned. On the con- 
trary it should be noted that in the case of 
firms in the Market which are subsidiaries of 
Swedish firms the regulations for the Common 
Market as to the right to establish themselves 
there will also apply to them as soon as they have 
the qualifications which designate them as belong- 
ing to the Common Market, ie., if, for instance, 
they are limited companies, the company has been 
formed in accordance with the law of one of the 
member countries and this body is registered there, 
or has its central administration or main activities 
within the Community. If, however, the subsidiary 
is not, according to the proper law, an independent 


subject, this opens the door to a consideration of 
the importance of the foreign nationality of the 
controlling interest involved, which may mean 
that the protection against discrimination which 
the market affords is unattainable. On the question 
of control of abuses of market-dominating power, 
it should be mentioned that, as presently formu- 
lated, subsidiary and main companies can be re- 
garded as a single unit from the angle of cartel 
law. It follows from this that any restrictions and 
shareouts they may make with regard to produc- 
tion or distribution would be regarded as matter 
internal to them. As soon however, as there is not 
a complete common ownership difficult boundary 
cases can arise to which the application of the ap- 
propriate rules on restrictive practices may be- 
come relevant. 
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BUSINESS FIRMS | 
BETWEEN THE TWO EUROPEAN TRADE BLOCKS 


BY WILHELM PAUES 


In an earlier article in the Quarterly Review of 
Skandinaviska Banken,! I reviewed certain prob- 
lems which face a business concern by reason of 
the steps agreed upon for economic integration 
within the Six (EEC) and EFTA respectively 
which are successively put into force. The prob- 
lems discussed, however, apply only to a concern 
situated in one of the two trading groups and 
trading exclusively within that group. On. this 
occasion I shall deal with the special difficulties 
which may face concerns situated outside both 
groups, or situated within one group while trad- 
ing with the other. Future sales policy for such 
firms will be particularly difficult, as goods from 
outside countries will continue to be subject to 
Customs duties, while goods from sources within 
its own group will become duty-free. 

The first task of an exporter from outside should 
be to make a calculation of how duties will be 
altered, both internally and externally, during the 
transitional period until the final internal abo- 
lition of duties. One could possibly make use of a 
customs calculation on the lines of that on p. 47. 
In the following sketch I shall outline the prin- 
ciples for the tariff changes which have so far been 
decided upon by the Six and EFTA. 

By use of the material thus assembled, it should 
be possible to analyse the tariff situation, both at 
the immediate moment and in the future. The 
following are hypothetical examples of such analy- 
sis. The reader is reminded that all tariff rates in 
the table on next page and in the article are fic- 
titious and only constructed as an example. 


1 No. 4: 1960 “How should business firms deal with Euro- 
pean Integration?” 


Wilhelm Paues is manager of the Federation of Swedish In- 
dustries, Integration-section. 


The tariff in the common external tariff of the 
Six has been fixed at 15 per cent, wherefore con- 
cerns in countries outside the Six will shortly have 
to combat a preferential margin of this amount. 
A preferential margin is the difference between 
the tariff payable on goods from within the group 
itself (the internal tariff) and the tariff payable 
on goods from countries outside (the external 
tariff). Thus in 1961, German goods exported to 
a Benelux country have to combat a Benelux 
preferential margin of 7 per cent, while British 
goods have to combat a higher preferential margin 
in Benelux, namely 10.6 per cent. 

Inasmuch as the Six will, by the end of the 
transitional period, be a Customs Union, outside 
exporters to the Six will face the same preferential 
margin against their goods in all EEC member 
states. As EFTA is a free trade area, preferential 
margins therein will vary. According to the table. 
a German or American exporter will be faced by 
a 5 per cent preferential margin in Denmark, 
whilst in Austria it will be one of 30 per cent. All 
EFTA countries will therefore not be equally dif- 
ficult markets for countries outside, but the degree 
of difficulty will vary with the tariff of the im- 
porting country. 


When does “Tariff Crossing” face an exporter? 


“Tariff Crossing” can only happen to an exporter 
in one of the two groups and affects his exports 
to the other. The conception is a new one, but not 
as complicated as it sounds. I would describe 
“Tariff Crossing” as follows: When integration 
commenced, a German exporter expected to meet 
a 12 per cent tariff in Sweden and a 25 per cent 
tariff in Italy. Under such conditions, he pre- 
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sumably concentrated his export efforts on Sweden, 
where the tariff was the lower. While integration 
is in progress, the Italian tariff against German 
goods will be reduced. Already by January Ist 
1962, the Italian tariff on goods from the Six 
(the internal tariff) will have fallen to 12.5 per 
cent, while the Swedish tariff for these goods re- 
mains at 12 per cent. The next internal tariff re- 
duction within the Six will reduce the Italian 
tariff to 10 per cent. The curve for the Italian 
tariff level will therefore cut the Swedish tariff 
level at some time in 1963. 

An exporter who foresees the date for “Tariff 
Crossing” in his planning, presumably plans the 
direction of his sales as from this date. At the 
moment of crossing, he should be prepared to 
transfer his interest to the market which has be- 
come cheaper from a tariff point of view. The 
actual time of transfer may naturally be either 
advanced or retarded by reason of other factors. 


How does a preferential margin affect 
an exporter? 


Let us assume that an EFTA-exporter to one of 
the Six is selling an article which costs Kr. 100 
on arrival at a port in the Six. If the common 
external tariff on this article is 15 per cent, the 
duty will be Kr, 15. 

But let us reverse this and assume that the ex- 
porter must ensure that the article does not cost 
more than Kr. 100, duty paid. In that event, the 
c.if. price must be reduced to Kr. 87. 15 per cent 
added to this is Kr. 100. In other words, it has 
been necessary to reduce the price by Kr. 13. 

Let us look at it from another angle. When this 
article, the normal price of which is assumed to 
be Kr. 100, was manufactured it normally con- 
tained an expenditure of approximately Kr. 40 
on raw materials, semimanufactures, power and 
fuel purchased from suppliers outside the export- 
ing firm. Is it probable that these outside suppliers 
will reduce their prices to the manufacturer-ex- 
porter, just because he is faced with tariff diffi- 
culties in the Six? 

Let us assume that the sub-suppliers do not 
reduce their prices. Then the exporter is bound 
to take the whole of the Kr. 13 price reduction 


out of the remaining Kr. 60. These Kr. 13 are 
equivalent to a reduction of 21.6 per cent of the 
exporter’s gross added value, and may well be as 
much or more than his gross profit on manufac- 
ture. 

By means of a tariff table such as this it is thus 
possible to work out for any delivery, hcw much 
preferential margin will be met on export to an- 
other group. 

A note of warning must, however, be sounded, 
against excessively mathematical conclusions. It 
may well happen that suppliers in the Six (or in 
EFTA) will not maintain their former export 
prices to other members of their own group but 
increase their price by an amount corresponding 
to the tariff reduction with the country to which 
they are exporting. 

A French exporter to Benelux has possibly been 
obliged to reduce his export price c.i.f. Benelux 
by 9 per cent in order to come down to the price 
asked by Benelux manufacturers themselves. When 
the Benelux tariff on French goods disappears, 
possibly the French exporter can raise his price 
from the original 91 to 100. It is also possible 
that Benelux manufacturers, who get their pro- 
tective tariff against countries outside the Six 
raised from 10 per cent to 15 per cent may see 
a chance to raise their internal price from 100 to 
105. In such a case, the French supplier, who can 
sell duty-free, may also extract a c.if. price of 105 
from Benelux importers. 

Outside suppliers can consequently not only 
take regard to preferential margins. But they al- 
ways afford an indication how much less suppliers 
within the group need squeeze their c.if. prices 
compared with outside suppliers. 


What is the significance of a duty 
in the importing Country? 


It is frequently stated in the course of debate on 
the economic, division of Europe into two parts, 
that the tariffs are, after all, relatively low and 
ought not to act as a hindrance to trade between 
the groups. This is, however, a truth with its 
qualifications. 

Let us imagine a non-European manufacturer 
desirous of selling either to the Six or to the 
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Seven some time towards the end of the nineteen 
sixties, by which time the internal abolition of 
tariffs has been accomplished in both groups. 

If an exporter seeks to recover his normal costs, 
reckoned at Kr. 100 as c.if. price for export to 
customers in either group, the duty may have a 
more discriminatory effect than the tariff alone 
would imply. 

Let us assume that Country A has a tariff of 
20 per cent against countries outside its own group 
and a 4 per cent purchase tax. Country B has a 
tariff of 25 per cent against outsiders and a 30 
per cent purchase tax. Cost of distribution in both 
countries is 50 per cent of the price, including duty 
and tax. 


Goods from out- 
side Countries 


Goods from with- 
in own Group 


Coun- Coun- Coun- Coun- 
try A try B try A try B 
LOGE Se 100 100 100 100 
GV latea a skies acs os _ = +20 +25 
Duty-paid price .... 100 100 120 125 
Rargtase Uax........ +4 +30 +480 +37.50 
Price including Pur- 
CUE. 1S 4a 104 130 124.80 162.50 
Distribution costs 
mOipencent) ...... +52 +65 +62.40 +81.25 
Price to consumer.... 156 195 187.20 243.75 
inA in B 
Extra cost of article from outside country 
Sxpressed in) Kronor.....2.. 206. esees es 31.20 48.75 


An outside supplier, supplying retail goods to 
countries with the taxation system outlined above 
will therefore have to resign himself to his article 
costing considerably more over the counter than 
an article with an identical c.if. price coming 
from within the group. 

In actual fact, the difference is no greater than 
that indicated by the tariff, but owing to the 
cumulative application of taxes and distribution 
costs to a higher price, the price difference in 
Kronor becomes so large that the consumer de- 
mand will be more negatively influenced, than you 
could expect only because of the increased differ- 
ence in duties. 

On the other hand, it is by no means essential 
that the exporter in the outside country should 
cut his export price by the whole amount de- 
scribed as “extra cost”. In sales to Country A, a 


reduction in his c.if. price by Kr. 16 to Kr. 84 
will suffice to bring the price of his article, duty 
paid, down to Kr. 100, while in Country B a re- 
duction by Kr. 20 will be sufficient. 

Inasmuch as the effect of various governmental 
impositions is often cumulative, the consequences 
of an outer tariff may be considerably more serious 
in the final upshot than appeared likely at first 
sight. 


Further complications to take into consideration 


Before European integration, an importer had sel- 
dom to bother about the country of origin of 
goods imported — the tariff was the same and the 
costing was the same, irrespective of the country 
of origin. By reason of integration, this simple and 
natural state of affairs has vanished. 


Customs drawbacks 


In most European countries, a manufacturer of 
goods for export has as a rule enjoyed freedom 
from duties on imported raw materials and semi- 
manufactures which are then re-exported as part 
of the finished export product. This has been based 
on the regulations for Customs drawbacks after 
improvement. It should be mentioned that a draw- 
back was not payable when the finished article 
was sold within one’s own country, which was 
then identical with one’s own customs territory. 

When both the European integration groups are 
established, each of them will become a new large 
customs territory. Drawbacks or their equivalent 
will be abolished when the finished article is ex- 
ported to member states within one’s own group. 

Before European integration started, the whole 
functioned as follows: 


On On do- 
export mestic sale 
Imported semi-manufacture ........ 100 100 
Duty, 10 per cent on semi-manufacture +10 +10 
110 110 
Improvement Costs: “ih aay 1 ie we sles +120 +120 
Price on home market ...........+... 230 230 
PBS yoy Tal A eS Se Ob en pet Seine —10 
Export price to another country ...... 220 
Duty on finished article, 30 percent .. +66 
Duty PARMBMCES <cire cess ne esate wee 286 
Disty Ggarenr cap uieside sess cans wce sy 66 10 
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EFTA has not yet decided how drawbacks shall 
be abolished. The Six stipulate that on export to 
another country within the Six, only a part of the 
import duty levied on the import of a semi- 
manufacture from another country is recover- 
able. 

Let us try to find an instance of how this abo- 
lition of drawback will work in the Six. Let us 
assume that a German manufacturer imports a 
semi-manufacture from Sweden and exports the 
finished article to Italy. 


1959 1961 1970 

Imported semi-manufacture .. 100 100 100 
Duty in Germany «.....2...-5 na) +7 +10 
Customs liability on article.... 105 107 110 
Improvement costs .......... +120 +120 +120 
otal Costs; .wractei avy wares 225 220 230 
Dra whack yc... acicitereaiacowia —5 —7 0 
WNetexport price sme ciccidtetcte 220 220 230 
Equalization duty? in the Six.. 0 +2.50 0 
C.i.f. price on export to Italy.. 220 222.50 230 
Italian! dutyci tea 30% +66 21% +46.720% 0 
Duty paid cast {tac sarees 286 269.22 230 
of which duty is content .... 66 46.72 10 


Because of the Customs drawbacks the Swedish 
semi-manufacture was not subject to duty on im- 
port into Germany. But the Swedish semi-manu- 
facture content, the value of which in the finished 
article was Kr. 100, was subject to a 30 per cent 
finished article duty on import to Italy. Although 
in 1970 the German manufacturer will himself 
have to pay Kr. 10 duty on the Swedish semi- 
manufacture, he will save Kr. 56 net on export 
to Italy. 

How will the combined effect of direct duty on 
semi-manufacture and the absence of duty on the 
finished article affect the sales possibilities of the 
semi-manufacturer? Will the German manufac- 
turer acquiesce in paying the duty on the Swedish 
semi-manufacture, seeing that he saves so much 
duty on the finished article? Or will he discover 
that he effects still greater savings by purchasing 


1 EEC has introduced such an export equalization charge 
beginning January Ist 1961. This charge is levied on raw ma- 
terials and semi-manufactures which are imported from non- 
EEC member countries and which, after improvement are 
being exported to other EEC members as components in a 
finished article. During 1961 this charge will equal 25 per cent 
of the tariff rate for such components in the common external 
tariff of EEC. In this particular example the charge will be 
2.5 per cent. It is intended that the charge will be raised to 
100 per cent of the rates of the common external tariff for such 
components, when the external tariff has come into full force. 


a corresponding semi-manufacture, duty-free from 
one of the other Six fellow-members as well as 
obtain complete freedom from duty for the finished 
products on sales within the Six? 

It should perhaps be pointed out that in its 
final stages, the same ‘process of reasoning applies 
to EFTA and its suppliers. It is however right to 
remark at this point that the EFTA rules of origin 
may affect the analysis. 


The EFTA rules of origin 


Suppliers outside EFTA have the advantage that 
the low tariff members of EFTA need not in- 
crease their tariffs against the outside world. The 
converse of this is naturally that the high tariff 
members need not reduce their tariffs. 

Variations in external tariffs, however, neces- 
sitate the existence of EFTA rules of origin. For 
an article to qualify for duty-free circulation be- 
tween EFTA countries, it must fulfil certain tech- 
nical qualifications. It will receive EFTA treat- 
ment, if a maximum of 50 per cent of the export 
price consists of parts or ingredients which have 
an external origin. Alternatively, it must be pos- 
sible to show that the exported article containing 
non-EFTA components has undergone certain im- 
provements within EFTA. 

From a purely analytical point of view, it is 
simpler to be outside EFTA than outside the Six, 
inasmuch as EFTA countries do not change their 
external tariffs. But the rules of origin can in cer- 
tain circumstances play certain pranks on outside 
suppliers, which it may be well to examine. 

It is, however, best for an outsider to establish 
whether he requires to take the EFTA rules of 
origin into consideration. There are especially 
three cases where they have no application to the 
outsider. He is hardly affected by the rules of 
origin if the articles of which he is disposing 
features on the EFTA raw materials list. Further, 
they do not matter, if his EFTA customer either 
sells exclusively within his own home market or 
exclusively exports to non-EFTA countries. 

On the other hand, the rules of origin may play 
an important part if the EFTA importer considers 
the export to EFTA countries of a finished article 
which contains parts which originate from an out- 
side country. 
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Let us draw up a fresh tariff analysis to show 
how difficult the whole business may be. This pre- 
' sumes a time sometime late in 1961, after EFTA 
has reduced its internal tariffs by 30 per cent. 


Finished Finished 
article = article = Non- 
EFTA article EFTA article* 
July July 
1961 1970 1961 1970 
Parts from outside source .. 50 60 
Duty 10 per cent......:.... 5 6 
Parts from EFTA source .. 25 15 
Improvement within EFTA +25 +25 
(EU le ook JHC age 105 105 106 106 
PTA WOACI Dice e sos rc s0ss —5 0 —6 —6 
Import price c.if......... 100 105 100 100 
Duty (30 per cent reduction 
within EFTA).......... +21 0 +30 +30 
Duty paid cost............ 121 105 130 130 


1 Qualified for tariff reduction. — * Not qualified for tariff 
reduction. 


Owing to the fact that the finished article in 
the third column contains a semi-manufacture 
from an outside country to a value of Kr. 60, it 
does not qualify for EFTA treatment. The in- 
crease in value by Kr. 10 of the part obtained from 
an outside source causes a duty increase of Kr. 9 
— in other words, an incidence of 90 per cent. 
Thus even such a modest internal preference as 
the 30 per cent duty reduction between EFTA 
countries, in one instance like this, more or less 
effectively prohibits excessive purchases from out- 
side suppliers. 

When EFTA shortly does away with draw- 
backs, analysis will be even more complex. For 
drawbacks will be abolished only in the case of 
goods enjoying EFTA treatment. If an article does 
not qualify for EFTA treatment, the exporter will 
continue to receive a drawback for the duty out- 
lay on semi-manufactures. It is to show the effect 
of this that the columns headed 1970 have been 
included. They are intended to demonstrate the 
probable consequences of the abolition of draw- 
backs within EFTA at the close of the transition 
period. 


Net tariff protection 


In order to analyse the position, it is however 
necessary also to establish the “net tariff protec- 


tion”. This is illustrated by a comparison between 
the analytical tables for the development of tariffs 
for a finished article with corresponding tables for 
the semi-manufactures comprised therein. 

During the transition period, such an analysis 
can be useful for exporters both to the Six as well 
as to EFTA. At the expiry of transition period, 
such an analysis is of value principally in respect 
of EFTA — a single one will be applicable to each 
country within the Six, inasmuch as the Six is a 
Customs Union. 

Frequently an exporter confines himself to 
studying the finished article tariff in respect of 
his export goods, and omits to find out what semi- 
manufacture duties his competitors in the country 
to which his export products are destined, are 
having to pay for their imported semi-manufac- 
tures. Normally, therefore, he concludes that it is 
equally difficult to export to countries with equal 
tariff rates on a finished article. An example will 
serve to show that such need not be the case. An 
exporter in Country C intends to export either to 
Country A or Country B. The import duties on the 
finished product are the same in A and in B and 
also the production costs. The import duties on 
the semi-manufactures incorporated in the finished 
product are, however, different, ze. 5 per cent in 
A and 20 per cent in B. The exporter in C can 
now make the following calculation of the net 
protection in A and B in order to find out which 
of the two markets appears to be the better one 
for his export drive. 


Coun- Coun- 
try A try B 
Imported semi-manufacture ........ 100 100 
Duty on semi-manufacture.......... tp + 20 
Total semi-manufacture cost ........ 105 120 
UM PTOVEMMENL COSTS Ao clase: iets overs s.010) + 50 + 50 
155 170 
Finished article duty 25 per cent .... 38:75 42: 50 
less semi-manufacture duty ........ — 5 — 20 
INGE protection or. earsias tals stay viatsinls 33275 22: 50 


The manufacturer in Country B has an appreci- 
ably lower net protective tariff and for this reason 
must be presumed to be more vulnerable to an 
export offensive. The common finished article duty 
of 25 per cent does not, in other words, tell the 
whole story of the market prospects of the two 
countries. 
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The moving tariff war in Europe 


The various analyses outlined above may involve 
considerable work for the planning and calcu- 
lating departments of business concerns. As soon 
as the basic tariffs of both groups and the final 
tariffs of the Six are known, it will be possible to 
form some sort of opinion as to the approximate 
changes during the period of transition. Actually, 
this will be a purely mechanical job. 

However, a planning departement will require 
to know, not merely that something will happen, 
but, still more vital, to know when it will happen. 

By reason of the so-called acceleration resolu- 
tions adopted both by the Six and by EFTA, it 
may be assumed that the transition period will 
end about 1966. It may further be assumed that 
each internal tariff reductions will hardly be larger 
than a 20 per cent reduction of basic tariffs. 

In this event, it is also probable that the maxi- 
mum pace of development after January Ist 1962 
will be 15—20 per cent tariff reductions every 
eighteen months. 

Should acceleration not attain this speed, this 
would entail an delay in the deterioration as far 
as outsiders were concerned. The alternative date 
limit would mean that the remaining sections of 
the transition period would be carried through ac- 
cording to the agreement, so that complete inte- 
gration was not attained before 1970. Planning 
departments should therefore assume a time some- 
where between these two dates for the end of the 
period of transition. It then only remains for the 
management to try to select as correct a hypothesis 
as possible. 

However, it cannot be denied that this un- 
certainty as to the exact duration of the period of 
transition constitutes a considerable inconvenience 
both to concerns inside the groups and to out- 
siders. 

Another element of uncertainty is the possibility 
of a bridge between the two groups. All business 
planning would be radically altered by definite in- 
formation as to whether there will or whether 
there will not be some sort of large West European 
integration area, embracing at least the Six and 
EFTA. And even if it were known for certain that 
an amalgamation would take place, business policy 


would of necessity vary enormously according to 
whether the amalgamation was to be two, five, or 
ten years hence. 

As no one can today anticipate this outstanding 
planning factor, firms must try to work out the 
most suitable policy for conditions of uncertainty. 


Analysis under conditions of uncertainty 


Just as in so many other cases, the problem is to 
try to limit the area of uncertainty as much as 
possible. Certain factors can be established and 
can be worked on as definite assumptions. Other 
factors are more uncertain, but it may be possible 
to fix their consequences within certain limits. 

An exporter outside both groups can already 
work out the approximate tariff scale he will have 
to face when selling to either group. To be on the 
safe side, he should also allow for the possibility 
that the external tariff rates of the Six may be 
reduced by 20 per cent, and have an analysis 
covering both possibilities. 

An exporter outside either group should per- 
haps also bear in mind that full integration may 
possibly be realized as early as 1966 and possibly 
as late as 1970. Not taking any risks, it might be 
wiser to count on the earlier alternative. 

Let us look at a problem which might face an 
EFTA concern. This firm has had some exports 
to Germany and to Benelux. The common tariff 
wall round the Six will become so high that it 
will hardly be possible for the concern to continue 
exporting thither. What can such a firm do? 

The most natural reaction would probably be 
for the management to decide to cease making 
sales to the Six. Is such a policy wise under all 
conditions? 

If the firm has only made casual sales to the 
Six, and not incurred appreciable expenditure on 
agents, etc., it would hardly involve any appreci- 
able loss to abandon sales to these former customers 
inside the Six. Such casual sales can be transfer- 
red to the EFTA market instead. 

The question is a more difficult one, if the firm 
has really had expenditure on its distribution or- 
ganisation, on working up a brand name, and en- 
gaging good agents for its products. First and 
foremost, such an organisation represents capital 
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expenditure. If say Kr. 100,000 has been ex- 
pended in capital outlay, it will be necessary to 
think again and make a further analysis. The first 
question which will then present itself is: How 
much would it cost the firm during 1961, 1962, 
etc. to continue its sales in their present volume? 
The preferential margin in favour of suppliers 
from the Six in say, Germany, will at first be so 
slight, that the total value of price reductions on 
sales there will not amount to more than Kr. 10,000 
in 1961, Kr. 15,000 in 1962, Kr. 20,000 in 1963, 
and so on. In such circumstances, it would take 
quite a long time before the losses on reductions 
in export price reach the value of the capital in- 
vested by the firm in market organisation within 
Germany. It is a matter for the judgment of the 
management, whether, on a purely technical basis, 
it would pay to remain on the German market for 
some years more. The price reductions would thus 
be a kind of payment for avoidance of the neces- 
sity of making an immediate decision on a course 
of action. 

Should there be an amalgamation of the Six 
and EFTA some years later, the retention of the 
German market would have been justified, even 
taking into consideration the losses the firm may 
have incurred during the period of waiting. A 
purely financial analytical speculation of this kind 
calls, however, for some modification on account 
of more immaterial factors. Should the Swedish 
firm have given its representatives in the Six 
reasons to hope for permanent co-operation, a 
swift abandonment of the Six as an export market 
would generate bad-will. Agents would consider 
the firm a waverer, and the recollection of this 
might for a very long time onwards be an effective 
hindrance to a subsequent come-back, should a 
bridge be formed. If withdrawal from a market is 
contemplated, it is of the utmost importance that 
this should be done in such a public relations 
atmosphere that bad-will for the future is not 
generated. It must, however, be added that a firm 
which holds on in an increasingly difficult market 
runs the risk of so exhausting its financial resources 
that it will not have adequate means to finance 
the opening of a alternative market in the other 
fellow-member countries of its own group. Should 
one therefore consider that, by investment of the 


same capital in the own bloc which would be re- 
quired for retaining representation in the foreign 
bloc, a better return and securer future could be 
obtained, it would be doubtful whether a firm 
should risk its money on the more risky foreign 
bloc market. 

In certain instances, a firm’s brand name plays 
a decisive part and may have earned considerable 
good-will in the other group. In such a case, a 
means exists of preserving a brand name on the 
other market, in spite of the division of the 
European market into two. Possibly an EFTA firm 
which has previously exported a finished article, 
will have to be satisfied with exporting semi- 
manufactures to the Six, which are often subject 
to a lower customs tariff. It can then turn its own 
semi-manufacture into the finished article, either 
in a subsidiary of its own or through a Sub-Con- 
tractor within the Six. Possibilities for sub-con- 
tracting are often greater in the great industrial 
countries, with their widely specialized industries 
than, for instance, in the small Scandinavian 
countries. In certain cases, the problem may be 
solved by exporting in bulk and packaging through 
a Sub-Contractor in the other country. 

In so far as an article has its principal sales 
appeal in its design, as for instance in the case of 
plastic articles, the actual dies can be loaned for 
production to a Sub-Contractor within the Six. 
The same applies in the case of such things as the 
printing of curtain fabrics, wall papers, etc. For 
a Swedish firm, with higher labour costs than are 
current within the Six, the transfer of machinery 
of a certain age to such a country opens possibilities 
of remaining or even developing on the market of 
the Six. The higher the rate of wages, the more 
perfect must be the machinery in use. Five-year- 
old machinery which is too expensive for Swedish 
rates of pay might be exactly right for the scale of 
wages in the other country. Instead of merely 
scrapping somewhat older machinery, a firm might 
either itself set up its own plant inside the Six 
and utilise it or lease this machinery to some 
manufacturer in that country. If it were possible 
to make the sale of used machinery to him with a 
contractual obligation for him to reserve a certain 
proportion of the capacity for the Swedish firm, 
this would represent a further saving of capital. 
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In general, it would seem as if many Swedish 
concerns have not yet explored the possibilities of 
inexpensive sub-contract production abroad, and 
instead use their own capital for marketing and 
sales promotion projects. 

The products under discussion are such as can 
relatively easily be transported from one country 
to another. But there are many, which should 
preferably be produced near the point of sales 
market. There are approximately 180 million cus- 
tomers within the Six. In the case of certain articles 
which are heavy to transport, it can never be 
wrong to produce them within the Six, in the 
neighbourhood of a large number of buyers. Cor- 
rugated paper is perhaps a typical product of this 
type. If it is not possible to send the finished 
article to the Six, maybe it is possible to send a 
semi-manufacture. Even in the event of a bridge 
being established, investment within the Six could 
hardly ever be a mistake in such a case. The most 
difficult problems face industries of the type of the 


motor industry. Assembly outside the main as- 
sembly line is very expensive. An example is af- 
forded by the case of the Dauphine, where the 
French have recently shut down their assembly 
plant in England. In future, it will be difficult for 
the French to export these cars to England on ac- 
count of the EFTA agreement. The old buyers of 
the make in question will require servicing for 
some years to come, even if they are resident in 
the wrong integration group, and motoring tourists 
in transit will need servicing stations in the other 
group. But who is going to look after these serv- 
icing stations, if there are no sales of new cars? 
No agent can live only on the sale of spares and 
servicing; he must also sell new cars. The car 
manufacturer dares not lose touch with his cus- 
tomers with older models, for if he does they will 
never come back to him. 

In the last-mentioned case, it would appear that 
there is no remedy other than to hope for the 
creation of a bridge. 


THE ECONOMIC SITUATION 


The difference between the economic situation 
prevailing in the United States and that in West- 
ern Europe has, during the course of 1960 and 
the first quarter of 1961, been accentuated. While 
the American economy entered its fourth post- 
war recession during the spring of 1960, economic 
activity in Western Europe — already at a dan- 
gerously high level — was further intensified. At 
the present time, the recession in the United 
States which from certain points of view is mild 
seems to be on the threshold of a change-over to 
an upswing. At the same time, the continental 
West European countries appear to have come 
nearer and nearer the point where the high level of 
activity must give way to a well-needed breathing 
pause. Between these two types of economic situ- 
ation comes the development in Great Britain. As 
early as in 1960, the upswing experienced in that 
country was superseded by a period of stagnated, 
but still high, activity. It is probable that 1961 
will not see any change in this situation. 


The economic development in Sweden during 
1960 and the first quarter of 1961 can be said to 
lie somewhere between the development experi- _ 
enced by the expansive West European countries 
and that experienced by Great Britain. Thus, the 
pace of production in Sweden slowed down ap- 
preciably during the course of 1960. This was a 
consequence of both a shortage of capacity — of 
the same type as on the Continent, i.e., in the 
capital goods industries — and a deficient demand 
in some consumer goods industries, as in Great 
Britain. Increases in production during 1961 will 
very probably be limited to a great extent by the 
serious shortage of labour. However, the sub- 
stantial investments in the business sector over 
recent years can, at the same time, be expected to 
give rise to badly-needed additional capacity and 
labour-saving rationalization measures. Economic 
policy in 1960 was aimed at the restriction of 
private consumption through, inter alia, the in- 
troduction of a general sales tax and at the limi- 
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tation of private investment activities by means of 
measures designed to reduce the liquidity of both 
the business sector and the banking system. At the 
same time, the Government endeavoured to post- 
pone its own planned investments until a more 
suitable season and level of business activity. Dur- 
ing the spring of 1961 efforts to restrict private 
investment activity have been intensified still 
further — amongst other things, efforts have been 
made to induce companies voluntarily to postpone 
planned projects. Moreover, the measures taken 
earlier to reduce liquidity should be more likely 
to have a suppressive effect on investments this 
year than last. 


The international economic situation 


The international economic development is still 
very uneven. Business activity in the United States 
is at a low level, while in Western Europe ex- 
pansive tendencies are still very pronounced and 
the risks of an inflationary development great in 
a number of countries. 

The economic situation in the United States is, 
from certain standpoints, worse than that obtain- 
ing one year ago. Output and sales are lower, em- 
ployment unchanged and unemployment higher. 
But, on the other hand, it would seem that the 
economy will soon be entering the upturn phase 
of the business cycle, with good possibilities for a 
brisk rise in production and employment. 

The most important reason for the present re- 
cession in the United States is the reversal in the 
development of stocks. During the first quarter 
of 1960 stocks were being accumulated at an an- 
nual rate of $11,000 million. This rate fell off 
swiftly during the spring, and in the autumn a 
liquidation of stocks set in which, during the fourth 
quarter, amounted to $4,000 million a year. This 
stock liquidation would seem to have continued 
during the first quarter of 1961, but an increasing 
number of factors point to an improvement dur- 
ing the spring as stocks are now approaching a 
bottom level. 

The recession has gradually given rise to a re- 
versal in the trend of private capital investment 
activity. During the first half of 1960 such in- 

" vestments were still increasing; during most of the 
latter half of the year they were at a high level; 


and it was not until the winter of 1960—61 that 
they began to show a real decline. Private consump- 
tion has — as during earlier recessions — showed 
remarkable stability. However, some decrease has 
been evidenced, principally with regard to durable 
consumer goods. Public expenditure, on the other 
hand, has — partly on account of the recession 
— been rising during the whole of 1960 and the 
first quarter of 1961. In contrast to the develop- 
ment during the previous recession of 1957/58, 
exports have this time been growing strongly. In 
the fourth quarter of 1960 they were as much as 
19 per cent higher than a year earlier. Imports, 
on the other hand, declined somewhat during 1960. 

Despite the recession, it was possible to keep 
employment practically unchanged during 1960 
and the first quarter of 1961. The concurrent rapid 
growth of available manpower was not absorbed 
in production and consequently gave rise to an 
increase in unemployment. Totally, the number 
of unemployed was, at the beginning of 1961, 
greater than at any time during the 1940s and 
1950s. It seems that unemployment has been 
strongly concentrated —- and protraced — in 
certain particularly exposed branches, especially 
the car industry. In this industry, and in some 
other important industries, there is apparently 
such a degree of excess capacity. that it will not 
suffice with short-term measures, some form of 
long-term readjustment being inevitable. 

In Western Europe, Great Britain occupies a 
unique position with respect to recent economic 
developments. The upswing here was arrested 
early in 1960. Industrial production ceased to in- 
crease, but there was no question of any uniform 
decline. The number of employed rose during the 
year, and it was possible to keep unemployment 
practically unchanged. 

There are several factors behind the stagnation 
in economic activity. The fall in American im- 
ports has hit Great Britain more than other West 
European countries. As a consequence of this, 
total British exports have shown an increasingly 
poor development, and towards the end of 1960 
a falling tendency could even be observed. During 
1961 a certain improvement has taken place. 
During the autumn of 1959 and the winter of 
1960, the Government took measures in order to 
suppress threatening inflationary tendencies, with, 
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inter alia, restrictions on the hire-purchase trade 
being introduced. Immediately after their intro- 
duction there was a decline in the purchases of 
household machines, etc. Furthermore, during the 
autumn of 1960 a very steep fall in the purchases 
of private cars was observed. Then, in January, 
1961, there was some relaxation of the restrictions 
on the hire-purchase trade which, in combination 
with favourable weather, gave rise to a certain 
upswing in the industries affected. However, pri- 
vate consumption is expected to be somewhat 
lower in 1961-than in 1960. Public expenditure 
dropped somewhat during the course of 1960, but 
is expected to start rising again during 1961. Pri- 
vate investments were the most expansive factor 
in 1960, and should be so this year, too. From 
1959 to 1960 the increase was close on 15 per 
cent, and it should be even greater up to 1961. 
The development of stocks has not had the same 
strategic importance in Great Britain as in the 
United States during the past year. In actual fact, 
a certain accumulation of stocks was recorded 
during 1960. However, there was a change in the 
situation at the end of the year and there will 
most likely be a certain reduction in stocks this 
year. 

In Western Germany, the boom continued at 
an unabated pace all through 1960. Industrial 
production was each month about 8—11 per cent 
higher than during the corresponding month in 
1959, and thus grew by, on the average, 11 per 
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cent between the two years. Nor has there been 
any change in the rate of growth during the first 
months in 1961. The extremely high level of 
economic activity has led to a shortage of capacity 
in certain sectors of industry, primarily in the 
capital goods industriés. This has been reflected in 
a lengthening of delivery dates. The shortage of 
capacity is partly due to a shortage of labour. 
During the whole of the 1950s there was a surplus 
of manpower — this being a consequence of, 
among other factors, immigration from Eastern 
Germany. During the latter part of 1959 the de- 
mand for labour had grown so rapidly that the 
number of unemployed fell, for the first time dur- 
ing the post-war period, below the number of va- 
cancies. In spite of a continued brisk growth of 
manpower, the number of unemployed went on 
falling and constituted, at the end of 1960, only 
28 per cent of the vacancies at that time. 

In consequence of this development on the 
labour market, wages rose by about 9 per cent 
during 1960, which — in turn — resulted in an 
increase in private consumption of no less than 
10 per cent during the latter part of 1960 (com- 
pared with the same time in 1959). The new 
wage agreement for 1961 involves an average 
wage rise of 8 per cent, which should mean a 
continuation of the increase in consumption. 

The high level of private investment activity 
also constitutes an important factor in the present 


expansion. From 1959 to 1960, industrial invest- 
e 


Price Trends (1949= 100) 
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ments rose by approximately 20 per cent, and this 
expansion will no doubt continue during 1961. 
Exports have similarly played a significant part in 
the upswing. They have, in fact, risen at an ever- 
increasing pace; over the past three years the in- 
crease has been 3 per cent, 11 per cent and 16 
per cent. 

However, certain factors point to the diffi- 
culties of maintaining the powerful expansion in 
the demand for German products in the long run. 
Thus, the flow of incoming orders has slowed 
down, yet not so much as to prevent the order 
backlogs from growing constantly during the first 
quarter of 1961. Moreover, stocks have, since the 
end of 1960, been accumulated at a decreasing 
rate, which can help to relieve the pressure on the 
economy. 

The revaluation of the D-mark by 4.75 per cent, 
effected in March, can operate in the same direc- 
tion. Through this measure, the path has been 
paved for a more balanced development of foreign 
trade, which should without a doubt facilitate 
efforts to prevent the boom from flowing over 
into inflation. Moreover, a further step has there- 
by been taken to curb the speculative flow of capi- 
tal into Western Germany. Steps taken previously 
were, particularly, reductions in the rate of dis- 
count last autumn and the prohibition against the 
payment of interest on foreign capital invested in 
Western Germany. 


Foreign Exchange Reserves (Mill. Kr.) 


A Sveriges Riksbank 
B Commercial banks 
C Total reserves 
Source: Sveriges Riksbank 


Production and investments in Sweden 


According to the latest calculations made by the 
Institute of Economic Research, the gross national 
product at market price rose between 1959 and 
1960 from Kr. 63,200 million to Kr. 68,000 mil- 
lion, i.e., by 7.5 per cent. The increase in fixed 
prices amounted to 2.5 per cent. Between the 
years 1958 and 1959, the rise was steeper, viz., 
just over 5 per cent. 

The volume of industrial production, on the 
other hand, went up more rapidly from 1959 to 
1960 than from 1958 to 1959, i.e., by 8 per cent 
as against 4 per cent. The sharp upward move- 
ment between 1959 and 1960 can to a large ex- 
tent be attributed to the very powerful increase 
in production in the autumn of 1959. During the 
course of 1960, on the other hand, the rise was 
rather modest. 

During the major part of the present economic 
upswing, the increases in production in the capi- 
tal goods and consumer goods industries have kept 
in step with one another. However, during the 
autumn of 1960 the production curve for certain 
consumer goods industries began to straighten out 
as a consequence of stagnating demand, while out- 
put in the capital goods sector has continued to 
expand practically uninterruptedly, with an in- 
creasing shortage of capacity being felt in many 
branches. 

Production in the leather and shoe industry 


Deposits and Advances of the Commercial Banks 
(Mill. Kr.) 


A Advances. B Deposits. C Advance+ Cash, Treasury Bills & Bonds 
Source: Banking Inspection Board 
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displayed a falling tendency during the whole of 
last year and was, in the fourth quarter, 11 per 
cent lower than at the same time in 1959. The 
contraction in output is primarily associated with 
the increasingly severe foreign competition during 
recent years. Imports of shoes rose between 1959 
and 1960 by 52 per cent, and last year imported 
shoes were responsible for 29 per cent of the total 
shoe consumption. 

The production of foodstuffs dropped between 
the second half of 1959 and the second half of 
1960 by 3—4 per cent, and in January this year 
the level of output was roughly 4 per cent lower 
than that prevailing one year earlier. Here, too, 
the decline would seem rather to be the result of 
reduced demand than of a lack of capacity. 

On the other hand, production in the textile 
and sewing industry has not shown any signs of 
slackening off. Between the years 1959 and 1960, 
output went up by more than 4 per cent, and be- 
tween January last year and January this year 
there was a rise of just over 3 per cent. Exports 
during 1960 amounted to Kr. 130 million — 20 
per cent more than in 1959. Imports increased by 
18 per cent, last year amounting to Kr. 910 
million. 

The high level of investment activity in Sweden 
and in Western Europe as a whole lies at the back 
of the very powerful expansion in iron ore mining 
and the metal industry. 

The output of iron ore mining, which industry 
participated in the upswing later than most other 
branches, rose during 1960 to a 17 per cent higher 
level than during 1959. Exports, which constitute 
approximately 4/5ths of total production, went 
up from 15.6 million tons in 1959 to 20 million 
tons in 1960, i.e., by just over 28 per cent. The 
high level of incoming orders during 1960, di- 
minishing stocks, stable prices — all indicate con- 
tinued expansion. 

As far as the tron and metal works are con- 
cerned, the powerful upswing in production dur- 
ing 1960 seems to have started to fall off. Both 
export orders and orders from the home market 
have exhibited a sinking tendency. 

In the engineering industry, the capacity limit 
would seem to have been well-nigh attained. 
Employment has continued to rise — in January 
it was close on 6 per cent higher than a year 


earlier — but at a somewhat slower pace. 

A shortage of capacity would also seem to be 
the cause of the slackening off in the rate of ex- 
pansion in the pulp and paper industry. Output 
during 1960 was 16 per cent higher than during 
1959. In the fourth quarter of last year, the in- 
crease from the corresponding period a year earlier 
was only 8 per cent, falling in January this year 
to 4 per cent. The increase in production during 
the present year will in large measure be de- 
pendent on the size of the expansion in capacity. 

The similarly decreasing rate of expansion in 
the wood products industry — the increase be- 
tween 1959 and 1960 was, however, as large as 
12 per cent — would seem to be less attributable 
to lack of capacity than to stagnating demand. 
Competition on, above all, the English market has 
become increasingly severe, chiefly as a result of 
Canadian exports of these products being redi- 
rected from the American market — where 
marketing possibilities have deteriorated — to the 
English market instead. 

The past two years’ economic upswing has had 
the character of an investment boom. During the 
first part of the expansionary phase, investment 
activity increased forcefully in both the private 
and public (incl. housing) sectors. The gross 
volume of investments (incl. maintenance) rose 
by just over 8 per cent between 1958 and 1959. 
The corresponding increase between 1959 and 
1960 was, however, considerably lower — scarcely. 
3 per cent — being due principally to the fact 
that investments in the housing sector showed a 
slight decline and that public investments were 
approximately unchanged between the two years. 
Industrial investments, however, continued to rise, 
the increase in fixed prices between 1959 and 
1960 amounting to 7 per cent. Industrial invest- 
ments in buildings and plants went up by as much 
as 13 per cent. 

The results of the enquiries that have been 


made in thesbusiness sector point to a continuation 


of the high level of investment activity during the 
current year. However, in view of the risk of in- — 
flation which — according to the official judge- 
ments of the economic situation — exists, the 
Government has, on the one hand, cut down its — 
own investments and investment projects planned 
for the immediate future and, on the other hand, 
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requested the business sector — via the Federation 
of Swedish Industries — to postpone as far as 
possible current investments until a later and, 
from the point of view of economic activity, calmer 
period. 


Foreign trade and the foreign exchange reserves 


Swedish foreign trade has, in consequence of the 
general economic upswing during the past two 
years, expanded at an exceptional rate. To begin 
with, exports rose more briskly than imports, this 
resulting in a contraction of the deficit in the 
balance of trade. However, during the past eight- 
een months the increase in imports has been 
greater than the increase in exports. In terms of 
value, imports rose between 1959 and 1960 by 19 
per cent, while exports rose by 16 per cent. 


Percentage change 


1956/57 1957/58 1958/59 1959/60 
Exports, value ...... +10 —2 +6 + 16 
volume + 8 +0 +8 +13 
Imports, value...... + 10 —3 +2 +19 
Volume .... + 8 +2 +4 + 18 


The value of imports during 1960 amounted to 
Kr. 14,888 million and that of exports to Kr. 
13,285 million. The deficit in the trade balance 
was thus Kr. 1,603 million, as compared with a 
deficit of Kr. 1,064 million in 1959. Current 
tendencies point to a reduction in the rate of in- 
crease in imports, which will consequently give 
rise to a decreased deficit in the balance of trade. 

As far as the break-down of foreign trade into 
countries is concerned, the main point of interest 


Break-down of foreign trade into countries (Kr. m.) 


Exports Changes Imports Changes 


1960 1959— 1960 1959— 
1960 1960 

BNGEWAY Sos pisces oo 1,211 + 70 571 + 137 
Denmark .......... 872 + 134 628 + 136 
RTE sleiee: sis ce s+ es 554 + 175 217 + 102 
Se 198 — § 326 + 43 
Western Germany .. 2,016 + 291 3,208 + 358 
The Netherlands .... 679 + 121 1,166 + 202 
Great Britain ...... 2,124 + 411 1,946 + 229 
MIOPEEP ess... - 516 + 81 588 + 95 
8 847 — 60 1,844 + 533 
oN 160 — 39 237 + 26 
Argentina.......... 127 + 19 87 — 5 
Memisttalia .......... 174 + 32 37 —- 9 
ae 3,807 + 631 4,033 + 553 
Total 13,285 + 1,861 14888 + 2,400 


The percentage distribution by kind of goods of total 


exports export 
1959 increases 1960 


Wood products 


Paper pulp 


Paper and paper board 9 Fe eee 
Be: ae 
Commercial iron and steel 6 Ce 


Machines, apparatus, etc 


The lenght of the staples indicates the increase in export 
from 1959 to 1960 


+10 1420 ~~ 
+16 %totalt 


is whether the West European integration at 
present under way has yet had any repercussions 
on Swedish exports and imports. 

However, the first tariff reductions, of 20 per 
cent, within EFTA were effected as recently as on 
1st July, 1960 — integration within EEC has ad- 
vanced somewhat further — so that any marked 
repercussions on the direction of Swedish trade 
cannot as yet be observed. This can also be seen 
from the following table, which shows the per- 
centage break-down of Swedish imports and ex- 
ports into the various country-groups: 


Imports Exports 
1959 1960 1959 1960 
EW VES oR te daa oe 24 25 34 35 
1D] 8 Peinicts tao Ars aoe USEING 41 40 31 32 
TISAG si Bedoan core ares 11 12 8 6 
Deis semen sarees ractares 24 23 27 27 
Total 100 100 100 100 


In consequence of the rapid expansion of 
Swedish imports from the late autumn of 1959 
and during a large part of last year, the foreign 
exchange reserves fell rather sharply. However, the 
(partly seasonal) increase of foreign exchange 
during the autumn of 1960 meant that the drain 
on the reserves over the year as a whole was 
limited to Kr. 159 million. As a result of the un- 
usually mild winter, it has been possible for ex- 
port shippings to proceed practically without inter- 
ruption, and this would seem to be one of the 
reasons for the (from a seasonal viewpoint) ab- 
normal increase in the foreign exchange reserves 
during the first months of 1961. Thus, during 
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January and February the total foreign exchange 
reserves went up by Kr. 113 million, as compared 
with a “normal” decrease of Kr. 50—100 million. 


Foreign exchange reserves (Kr. m.) 


1959 1960 1961 

The Riksbank 31/12 Z0/Oy Folk? 28/2 
Goldy semana atatanes : 987 885 881 881 
Foreign exchange WAGE) 1,474 1,554 1,661 
Total 2,166 2,359) 422435 2,542 

The commercial banks .. 881 274 453 459 
Overall total 3,047 2,633 2,888 3,001 


Government finances and the credit market 


During the spring of 1960 there was a very marked 
reversal in the operations of the commercial banks 
from a period — 1957 to 1959 — with growing 
deposits, advances and liquidity, to a period — 
not yet finished — characterized by shrinking 
liquid reserves, a stagnated and at times falling 
level of deposits, plus lending operations that are 
gradually coming to a standstill. 


1957 1958 

Kr. Per Kr. Per 

million cent million cent 
Deposits, seen + 1,173 + 9.0 + 1,724 + 12.1 
Advances. ...045000 + 188 + 18 + 866 + 8.0 
Liquid assets?...... + 1,140 + 27.7 + 878 + 16.7 

1959 1960 

Kr. Per Kr. Per 

million cent million cent 
Deposits seconecranc. + 2,963 + 18.5 — 426 — 22 
Advances.......... + 1,433 +4 12.3 + 966 + 7.4 
Liquid assets?...... + 1,323 + 21.6 — 867 —116 


1 Cash; money at call in the National Debt Office; net sight 
balances in the Riksbank; Swedish bonds and Treasury bills; 
foreign exchange (sight). 


It can, without exaggeration, be said that the 
most important factors behind this change-over 
from the earlier expansion to the contraction of 
the past year are the development of the Govern- 
ment Budget and, above all, the Government’s 
borrowing operations. 

It is true that the balance on the Government 
Budget is no unequivocal or particularly reliable 
measure of either the Budget’s total effect on the 
economy or of its special effects on the com- 
mercial banks, but it can, however, give a certain 
indication of the Budget’s influence on, e.g., the 
commercial banks’ deposits and liquidity. 


In view of the above-mentioned change-round 
between 1959 and 1960 in the activities of the 
commercial banks, it can be of interest to study 
the development of the Government Budget dur- 
ing these two years. 


1959 1960 

Expenditure on the Capital Budget. .... 1,502 [553 
Balance on the Operating Budget ...... — 419 + 563 
Balance on the Total Budget —1,921 — 990 


+ signifies a surplus; — signifies a deficit 


The deficit on the Total Budget shrank from 
Kr. 1,921 million during 1959 to Kr. 990 million 
in 1960, i.e., by more than Kr. 900 million. This 
“improved” budget result during 1960 can be 
pretty-well entirely put down to the general sales 
tax which was introduced at the beginning of 
1960 and which brought in Kr. 1,077 million 
during that year. The sales tax is thus one of the 
factors behind the contractive development in the 
commercial banking system during the past year. 

National Debt policy (in combination with 
pure monetary policy) has during the last twelve 
months been brought into play a great deal, with 
the principal objective being to alleviate — 
through a curbing of the commercial banks lend- 
ing capacity — the pressure exerted by invest- 
ments, and thereby reduce the risks of an infla- 
tionary economic development. The National Debt 
Office, which is responsible for the administra- 
tion of the National Debt, has, it is true, no way 
of influencing the development of the total Na- 
tional Debt — this of course depending on the 
size of the budget deficit. However, what can be 
varied is the placing of the National Debt — in 
the commercial banks, insurance companies, etc. 
— as well as the length of the borrowing — short- 
term against Treasury bills and short-term bonds 
or long-term against long-term bonds. These 
various alternatives with respect to the placing of 
the National Debt and the length of the borrow- 
ing have different effects on the banks’ deposits, 
liquidity, etc. dl 

What has happened during the past year (from _ 
the beginning of 1960) is, in the main, as follows. | 
The National Debt has been consolidated, i.e., the 
long-term part of the Debt has been increased, — 
while the short-term part has been decreased. In 
this connection, a large portion of the Debt has — 
been transferred from the commercial banks, 


+ 


rn 
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which are of course reluctant to have long-term 
bonds in their portfolios, to the capital market. 


(The development of the placing of the National 


- 


Debt over the years 1957—1961 can be seen in 
the adjacent table. The reason why the figures 
refer to February in each year is that the turns of 
the years are characterized by big and purely 
temporary fluctuations. ) 


Placing of the National Debt; percentage distribution 


End of February 1957 1958 1959 1960 1961 
PIESDAOK ens. wie cies ss Ais 23 UAON PLS) 2255 
Commercial banks. .... 204 23.0 263 266 20.3 
Capital market ........ Hope dae SO i OOO POads 

Total 100.0 100.0 100.0 100.0 100.0 


In part, this transfer has been made to the de- 
positors of the commercial banks, which has had 
the result that such customers have reduced their 
deposits. Thus, deposits fell by Kr. 1,890 million 
from February, i960, to November, i90U. HMow- 
ever, since then deposits have again begun to rise, 
mainly on account of seasonal factors. At the end 
of February this year, they were about 4 per cent 
lower than at the same time last year. 

The contraction in deposits gave rise to reduced 
holdings of short-term government securities, i.e., 
a deterioration of liquidity in the banking system. 
This lowering of liquidity has constituted so much 
more of a strain since the commercial banks had, 
during the previous expansionary period, brought 
their security portfolios (as regards maturity dates, 
etc.) in line with the higher liquidity level. 

Even if the commercial banks’ liquid assets have 
thus been appreciably reduced as a consequence 
of the restrictive policy, this can, however, hardly 
have been the primary objective of the Govern- 
ment measures. The gradual sale of the com- 
mercial banks’ securities could of course facilitate 
a continued credit expansion. The Government 
therefore took two measures in January, 1960, 
with the aim of preventing such a development. 
In the first place, the requirements with respect 
to the banks’ liquidity reserves were made more 
rigorous — the big banks were “recommended” 
to keep about 45 per cent of their deposits in the 
form of liquid assets. In the second place, the of- 
ficial rate of discount was raised by half a per 
cent, from 41/2 per cent to 5 per cent, resulting 
in the whole structure of interest rates being ad- 


justed upwards. This, in turn, meant that the 
market value of the commercial banks’ security 
portfolios was reduced, and this of course made 
the banks reluctant to sell their bonds. The in- 
crease in the rate of interest thus involved a “freez- 
ing” of the security portfolios. Both these measures 
have contributed towards a limitation of the banks’ 
liquidity reductions, and thus also of their credit 
expansion. 

In spite of this, the commercial banks were, 
however, compelled during the spring of 1960 to 
reduce their holdings of government securities 
rather substantially. During the first half of 1960 
advances continued to rise, although the rate of 
increase gradually slackened off. In February, 
1961, the level of outstanding credits was insignifi- 
cantly above that prevailing in July, 1960. 


Position of the commercial banks 


1958 1959 1960 1961 

Assets (Kr. m.) Dec. Dec. Dec. Febr. March 
Gash iv. jee arctseire sets 784 1,066 813 596 619 
‘Creasury bulls... oe 1105512 Gore 3625 ~ 117 
Swedish bonds ........ 4,118 5,828 4,082 4,160 4,110 
INA VANCOS Ss eyes yay aisha 11,692 13,125 14,090 14,306 14,646 
Due from foreign banks 990 1,346 1,043 1,139 963 
Other assets iene cee'l- 3328 Agee asibo. Sk9o) 4,137 

Total 20,021 23,605 23,606 23,758 23,592 
Liabilities (Kr.m.) 
DEPOSIT wieicts: cts fs seis 15,986 18,950 18,524 18,939 18,605 
Due to foreign banks.. 425 401 555 664 609 
SRESErVESt naar caine 1,283 1,360 1,405 1,407 1,430 
Other liabilities ....... 2,327 2,894 3,122 2,748 2,948 


Total 20,021 23,605 23,606 23,758 23,592 


The development in the commercial banks dur- 
ing the spring months of this year will, to a large 
extent, be determined by the comparatively low 
level of liquidity that was prevailing at the be- 
ginning of the year. In addition, there will be a 
seasonal contraction, culminating in May or June, 
which is principally due to the seasonally-bound 
budget development; irrespective of the result for 
the year as a whole, the Government Budget 
usually shows a surplus of Kr. 700 million — Kr. 
1,000 million during the first half of the year. 
Therefore, it would seem that the banks’ lending 
capacity is going to be rather restricted for several 
months ahead. 
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The bond and share markets 


The bond market was last year characterized by a 
high level of interest rates and an unusually large 
number of bond issues. During 1960 the number 
of bond loans and debenture loans amounted to 
35, and in 1959 to 27. In spite of the big govern- 
ment 15-year loan, issued in April, 1960, the Gov- 
ernment was responsible for barely half of the 
total amount issued (incl. debenture loans). The 
value of the mortgage institutions’ issues amounted 
to just over one-third of the value of all issues. 


Bond and debenture issues in 1959 and 1960 


Borrowing sector 1959 Per 1960 Per 


Kr.m. cent Kr.m. cent 
Central government .... 2,252 70 1,206 48 
Local governments ...... 0 0 140 5 
Mortgage institutions.... 822 26 957 35 
Power statz0ns: 32.0.1 = 216 80 2 135 5 
Comipanices:s-jismien anne 0 0 72 3 
Other.: “awe. cohen see 53 2 108 4 

3,207 100 2,718 100 


The lively issuing activity has continued during 
the first months of 1961, too. During the Ist quar- 
ter the total value of issues amounted to as much 
as Kr. 520 million, as compared with Kr. 163 mil- 
lion during the same period last year. In the former 
amount, only Kr. 100 million of the Govern- 
ment’s premium bond loan has been included. 
There is, namely, a further Kr. 300 million worth 
of premium bonds that have been sold in ex- 
change for bonds belonging to the 1947 premium 
bond loan. The Government has, moreover, sold 
short-term bonds (2 years’ duration) for Kr. 200 
million, of which Kr. 109 million was placed on 
the market and Kr. 91 million in the Riksbank. 
This loan was aimed particularly at the business 
sector, and companies were, at the same time, 
invited to buy Treasury bills, the maturity dates 
of which were so fixed as to appeal to such in- 
vestors. Otherwise, it can be noted that two in- 
dustrial loans have been issued, i.e., Kockums Me- 
kaniska Verkstad’s 20-year loan fog Kr. 25 mil- 
lion and Regulator & Instrument AB Billman’s 
20-year loan for Kr. 5 million. 

The pronounced rise in prices towards the end 
of last year, which was no doubt partly caused by 
the expectations of a lowering of the discount 
rate, has been followed by a falling off in prices 


during the first quarter of this year. The Riks- 
bank has, in a very determined manner, put an 
end to the rumours of a reduction in the rate of 
interest. The above-mentioned government short- 
term bond loan for Kr. 200 million can be looked 
upon as confirmation of the Riksbank’s action 
since the interest rate on this loan was as high as 
5.5 per cent. 

The power station and mortgage institution 
loans, which were issued at 53/4 per cent, have 
proved to be rather slow-selling, while the 6 per 
cent loans have been fully-subscribed very quickly. 

The tendency on the Stock Exchange during 
the first quarter of the year can be described as 
irregular with slowly falling prices, interrupted by 
temporary price rises. 

The big increase in new issues, to which the 
new tax regulations! have given rise, has — 
through the greater supply of shares on the 
market, had a depressive effect on prices. At the 
same time, buyers have adopted a wait-and-see- 
attitude since they have been aware that further 
new issues can be expected. This is reflected in the 
low turnover of shares on the Stock Exchange. 
During the Ist quarter the turnover amounted to 
Kr. 80 million, or 74 per cent of the turnover dur- 
ing the corresponding period last year. 

So far this year, fifteen companies with shares 
quoted on the Stock Exchange have announced 
new issues amounting to a total of Kr. 205 million. 
In comparison, it can be mentioned that during 
the same period last year four new issues had been 
announced totalling Kr. 55 million. The total 
amount issued through bonus issues is Kr. 483 
million, as against Kr. 125 million in seven com- 
panies during the corresponding period last year. 


Current yield from certain groups of representative shares; 
highest and lowest levels since 1950 


May Jan. Oct. Jan. March 
1953 1955 1957 1961 1961 
Wood products industry 


(Gifirnds)! sce camtn ee 4975 128. BS 27 «sige 
Engineering industry 

(Sifting) ace cone ek 62 41 5.4 28° Sam 
Banks (4). a2 sitseco warns 5.0 334) 5:8 43 4.6 


‘ During a period of six years, companies are allowed to 
make annual deductions for dividends on new issues, effected 
after January Ist, 1961, amounting to 4 per cent of the newly- 
issued capital. 

* Only 4 firms have been included in this calculation. 
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Some Statistical Data on Sweden’s Economic Position 


I. THE RIKSBANK. (Amounts in million kr.) 


At the} Gold and Foreign Exchange Reserves Bonds and | Advances | Note Sight Deposits 
end Treasury Circulation SSS 

of Gold? Foreign Total Bills Total Thereof 

Exchange* Gaa 
ee Banks 

1938 707 750 1 457 106 50 1061 849 418 428 

1955 1 426 1 004 2 430 4 023 25 5 319 747 321 418 

1956 1376 1072 2 448 4390 21 5 598 504 260 241 

1957 1134 1 226 2 360 5 050 89 5 840 415 273 136 

1958 1 053 1 392 2 445 4545 94 6 059 323 158 164 

1959 987 1179 2 166 4893 241 6 266 285 146 138 

1960 881 1 554 2 435 6 005 6 6 559 273 118 154 


1960} 1961 | 1960] 1961 | 1960} 1961 1960 | 1961 1960 | 1961 1960 | 1961 1960 | 1961 1960 | 1961 1960] 1961 


Jan. 987) 880] 844] 1584| 1831] 2464)4873|5396] 96] 172 |5887|6240| 144 | 187 | 101 | 151 | 42] 34 
Feb. 886} 881] 998] 1661] 1884) 2542|4753)5395| 91 7 |5772|6185| 167 | 133 | 104} 96] 61) 36 
Mar, 885} 881|1154| 1847/2039] 2728]4057|4642| 594] 684 |5727|6223| 127 | 129 | 100} 107 | 25) 21 


Apr. 885 1411 2 296 4437 45 5 857 160 120 38 
May 885 1 423 2 308 3 981 346 5 701 158 126 31 
Jun. 885 1474 2 369 4246 393 5 983 218 194 23 
Jul. 886 1 481 2 367 4 256 497 5 782 140 102 RY 
Aug. 886 1 582 2 468 4 441 440 5 828 104 87 16 
Sep. 885 1 592 2477 4294 704 5 906 134 113 20 
Oct. 884 1613 2 497 5 114 59 6 040 186 139 45 
Nov. 883 1574 2 457 5 004 498 6119 138 121 16 
Dec. 881 1554 2 435 6 005 6 6 559 273 118 154 
1 Market value. — ? Net claims on foreign countries, 


Il. COMMERCIAL BANKS. (Amounts in million kr.) 


At the} Cash Swedish | Net Claims} Advances Deposits 
end Bonds? on Foreign eer a ay ESR os 
of Countries | Bills Loans Overdrafts | Total Total Thereof 
and Other Short Term 
Advances 
a en 
1938 601 190 95 1 163 2705 470 4 338 4 260 1152 
1955 958 2 958 169 2731 5 355 2 444 10 530 12 609 2 422 
1956 788 3295 437 2613 5 088 2 937 10 638 13 090 2 660 
1957 724 4 439 661 2597 5115 3114 10 826 14 263 2714 
1958 784 5 223 701 2791 5 498 3 403 11 692 15 987 2 682 
1959 1065 6 340 1 092 3 162 6591 3 372 13 125 18 950 3 472 


1960 +813 5 558 650 3 256 6 848 3 987 14091 18 523 2 546 


| ee ee ee eee SS ee cas Gammmmanar] (Isceaeenes! (SEER! (GGT) (RRESSEERE |GREEEEEER RNG 


an, 493| 603 | 6978) 5 732] 1281 | 689 | 3.006] 3 224) 6 563] 6 840] 3 484 | 4177 | 13 053) 14 241/19 596) 18 673) 2 709) 3 193 
eb. 546] 596 | 7 248] 5 808) 1208] 642 | 3 082| 3 219] 6 508] 6 858) 3 419 | 4 229 | 13 009} 14 306/19 724) 18 939) 2 852) 3 268 
Mar. 558] 619 |719115515| 913] 531 | 3 229] 3 404] 6 643] 6 918] 3 598 | 4 324 | 13 471] 14 624/19 253] 18 605) 2 878) 3 285 


Apr. 524) 6 739) 504 3 246 6 748 3 638 13 632 18 908) 3017 

y 611 6 150) 478 3 287 6 819 3773 13 879 18 599 3 065 
Jun. 688 6 220 413 3 263 6 855) 3 832 13 950 18 469 3 202 
Jul. 466 5 908 485 3 325 6921 3994 14 240 18 312 2 856 
Aug. 575 5 827 430 3 243 6 922 3 982 14 147 18 282 2 900 
Sep. 582 5 666 460 3 327 6 865 4120 14312 18 067 1941 
Oct. 612 5 578 540 3295 6 888 3 986 14 169 18 392 2219 
Nov. 622 5 363 549 3315 6 897 4145 14 357 17 834 2914 
Dec. 813 5 558 650 3 256 6 848 3 987 14091 18 523 2 546 


* Including Treasury Bills. 
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Ill. OTHER CREDIT INSTITUTIONS. STOCK EXCHANGE 


Year | Savings Banks Deposits Turnover Yields on Bonds?| Turnover at the | Share index? * 
or at the of the Stockholm Stock 
Month Post Office | Postal Exchange® 
Savings Cheque - 
Deposits! | Advances!) Bank? Service Govt. Indust. |Bonds |Shares |Home Other 
Loans | Loans In- In- 
Million kr.| Million kr.| Million kr. | Million kr. | % % 1000 kr. | 1000 kr. | dustries | dustries 
1938 3 685 3 069 606 24 986 2,32 202 243 931 149 103 
1955 10 339 9 743 3118 307 522 3,72 4,63 248 652 195 299 
1956 11 097 10 370 3315 338 877 3,78 4,70 440 567 176 283 
1957 11 969 11 152 3571 375 137 4,41 5,12 408 777 182 289 
1958 12 942 12 032 3 861 394 560 4,39 5,12 418 921 194 313 
1959 13 830 13015 4088 416 120 4,33 5.15 485 1 273 255 380 
1960 14 841 13 743 4516 397 850 461 Sy) 341 1 184 289 475 
1960 | 1961 1960 | 1961| 1960 | 1961 | 1960 | 1961 19601961 19601961 1960|1961 1960|1961 1960|1961 1960| 1961 
Jan. 4.326 | 4771 |36 386 |40 067 | 4,49) 4,49] 5,16] 5,65 | 357 | 457 | 1735}1009) 310 | 284 | 483 | 497 
Feb. : : : - | 4355] 4811 |24 965 |28 043 | 4,65] 4,53] 5,66] 5,78 | 276 | 829 | 15301036} 305 | 269 | 479 | 482 
Mar. |14 636/15 685/13 189}14 010] 4365] 4 800 |37 248 |41 375 | 4,61] 4,53] 5,65) 5,76 | 670 | 421 | 1145}1169] 284 | 271 | 445 | 484 
Apr. 4 363 29 370 4,60 5,77 371 1076 287 | 278 | 452 | 501 
May : : 4 355 36 787 4,60 5,76 295 878 283 446 
Jun. |14558 13 335 4 392 28 425 4,60 5,83 241 1066 282 461 
Jul. 4 446 39 490 4,68 5,97 264 1227 280 471 
Aug. : : 4 458 24 012 4.68 6,05 240 1682 291 487 
Sep. |14 782 RAO29) 4 449 36 283 4,68 6,06 185 1419 290 508 
Oct. 4478 30 167 4,68 5,97 245 942 284 483 
Nov. 4 504 38 866 4,60 5,81 358 825 289 496 
Dec. |14 841 13 743 4516 35 847 4,49 573 590 875 280 487 
1 At the end of each year or month. — # Calculated on market prices at middle of months. The yearly figures represent 
averages of the monthly figures. — * Averages per Stock Exchange business day. — ¢ Nom. value Jan. 1953 = 100. 
IV. OTHER STATISTICAL DATA 
Year | National : Production] Insured | Wholesale Price Index 
or _| Debt! Borign Trade Index | Unem- | (1949 = 100) besa 
Month 1935=100] ploy A 
Imports | Exports Ha a ) % Import | Export | All pare 
Million kr Million kr, | Million kr. (=) Surplus : 1949= 100 
i ncn *| Million kr. 
1938 2 566 2 082 1 843 — 239 123 #5 40 47 51 64 
1955 16 081 10 337 8 933 — 1404 226 me 135 147 138 133 
1956 16 966 11 434 10 067 — 1367 234 1,5 143 153 145 139 
1957 19 095 12 567 11 062 — 1505 240 1,9 144 155 147 145 
1958 19 851 12 249 10 799 — 1450 245 2,5 131 149 144 152 
1959 21771 12 449 11 417 — 1032 254 2,0 128 142 144 153 
1960 22 770 14 888 13 285 — 1603 274 1,4 128 146 149 159 
1960 | 1961 | 1960| 1961 | 1960] 1961 1960 | 1961 1960| 1961 1960|1961 19601961 1960|1961 1960|1961 1960] 1961 
Jan. | 21610} 22 058 |1 326 | 1 282 |1 057 |1 140 | —269] —142| 276] 293 | 2,8).2,1] 130] 126] 145 | 148] 147| 151] 159] 161 
Feb. | 21 936 | 22 240 }1 267] 1 152 }1 101 }1 041 | —166} —111] 281] 301 | 2,5] 2,1] 129] 126] 145) 148] 147] 151] 159] 161 
Mar. | 21013} 21 295}1 207 992 —215 286 2,0} 1,5] 128] 126] 145 | 148] 147] 151] 159] 162 
Apr. | 21054 1119 1075 — 44 284 1,9} 1,6] 129 146 147 158 
May | 20048 1 239 1 087 —153 278 1:2 129 146 148 159 
Jun. | 20660 1 198 1075 —123 286 08 128 146 149 159 
Jul. 20 752 1 020 1073 + 53 147 0,6 128 146 148 159 
Aug. | 20917 1 147 1 032 —115 265 08 127 146 148 159 
Sep. | 20547 1 254 1118 —136 282 08 127 146 148 159 
Oct, 1121'535 1 283 1 236 — 47 291 0,8 126 146 149 159 
Nov. |21079 1 346 1 208 —138 304 1,1 126 146 150 160 
Dec. | 22770 1477 1 268 —209 296 1,4 126 147 150 160 


1 At the end of each year or month. 
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Statement of Condition March 315t, 1961 


ASSETS 
Cash in hand and with the Riksbank Kr. 174,939,000 
Bonds and Treasury Bills » 1,464,544,000 
Loans and Discounts » 3,684,018,000 
Swedish Banks » 23,590,000 
» — 297,606,000 
» 76,706,000 
» 16,822,000 


. » 60,497,000 
Kr. 5,798,722,000 


LIABILITIES 
Deposits Kr. 4,422,181,000 
Swedish Banks and Savings Banks . . . 485,527,000 
SOME HEITOR | 6) J's le a eke eeu ee 209,361,000 
Sundry Accounts 275,581,000 
Sere Gapitel 29k «se bla 8 a oS. 2187 O00 
Reserve Funds - - » 168,020,000 
19,676,000 » 406,072,000 
Kr. 5,798,722,000 


C\ Harnésand 


e Séderhamn 


GavkoO 
\\ 
Uppsala 
12) 


Oring aa Tie 3 
aKatrinehym 


O ~Norkkoping 
Linkoping 
cs 


Finskearna’ 
e Jonképing 


astervik 


Géteborg, Stockholm, Malmd 
(Principal Offices) 


Place with more than 10 000 
inhabitants 


Place with less than 10 000 
inhabitants 


In all 247 branches at 174 different places, 


